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MONDAY, DECEMBER 7, 1959 
U.S. Senate, 


SupcomMMiTTre on AntITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:07 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present : Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority; Nicholas N. Kittrie 
special counsel for minority; Horace L. Flurry, assistant counsel ; Ed 
Dupree, attorney; Joseph C. Golden, attorney; Dorothy D. Good- 
win, attorney; Dr. John M. Blair, chief economist; Dr. Irene ‘Till, 
economist; Dr. E. Wayles Browne, Jr., economist; Herschel Clesner, 
special consultant; Lucile B. Wendt, patent consultant; Paul S. 

reen, editorial director, and Gladys E. Montier, clerk. 

Senator Krrauver. The committee will come to order. I am glad 
indeed that the distinguished senior Senator from Wisconsin, Senator 
Wiley, who has a great deal of interest in this as in other problems of 
the subcommittee, is present with us today. 

Senator Hennings, Senator Hart, and Senator Carroll will be pres- 
ent at other days of the hearing. Senator O’Mahoney is improving 
but he is still in the hospital; he has a great deal of interest in this 
subject. 

We have invited Senator Smathers, who has spoken at length on 
this problem and has a great personal interest in the matter. He has 
spoken of it on the floor of the Senate and elsewhere. We have in- 
vited him to sit with use and participate in the questioning and the 
work of the committee as we go along. 

Senator Lausche has also indicated that he would like to participate 
and we welcome him. 

I have a comparatively short opening statement which I will read. 
Senator Smathers said he is in the need of some antibiotics himself 
this morning; he has an engagement with the doctor. So I will call 
on him to give his statement before we hear from Mr. Brown. 

Today the Subcommittee on Antitrust and Monopoly of the Senate 
Judiciary Committee, under authority of Senate Resolution 57, is 
resuming its hearings on administered prices. Our study beginning 
today will deal with the pricing methods of the drug industry. In 
addition to myself as chairman, the members of the subcommittee are: 
Senators Thomas C. Hennings, Jr., Joseph C. O'Mahoney, John A. 
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Carroll, Philip A. Hart, Everett McKinley Dirksen, and Alexander 
Wiley. As everyone knows, the subcommittee recently lost by death 
the services of Senator Langer, who had served in the past as chairman 
of this subcommittee. 

Since the middle of 1957, when this subcommittee began its inquiry 
into administered prices, detailed examinations of the pricing prac- 
tices in steel, automobiles, and bakery products, as well as certain 
aspects of the problem in petroleum and milk, have been inquired 
into. With the expected issuance next week of the subcommittee’s 
hearings on the bread industry, there shall have been published eight 
volumes of hearings, together with two subcommittee reports on 
individual industries. In addition the subcommittee has issued three 
volumes of hearings consisting of testimony on the general nature of 
the problem of administered prices and the alternative courses of 
public policy from leading economists who have specialized on this 
subject. The subcommittee has heard testimony from the heads of the 
antitrust agencies in an attempt to determine what those agencies 
can and cannot do to meet the problem. The subcommittee has also 
held hearings on an important piece of legislation designed to meet 
the problem of administered prices, which was introduced by Sen- 
ator O’Mahoney. This legislation is the so-called price notification 
bill S, 215. 

We have also had extensive hearings on the premerger notification 
bill which is now pending before the full Judiciary Committee. 

Against this setting it can be seen that the drug industry is bein 
subjected to nothing more than the same type of examination whieh 
we have accorded to the steel, automobile, and bread industries—an 
examination made necessary by the obvious decline in the vigor of 
price competition. 

While this country has the best drugs in the world, it would appear 
from the great. number of letters which the subcommittee has re- 
ceived that many of our citizens are experiencing difficulty in being 
able to purchase them. It is our purpose to inquire into the question 
of whether the drug manufacturers are setting their prices at as ex- 
cessive levels as the writers of the letters contend. It is also our 
purpose, this being a legislative subcommittee, to determine whether 
the antitrust laws as applied to this industry are adequate and, if not, 
to devise specific remedial legislation. 

As the subcommittee extends its inquiry into administered prices, 
we find that the question is being asked: Why is it necessary to go into 
another industry, and why, particularly, drugs? To the first part 
of the question, the answer is obvious. The problem is one of almost 
incredible difficulty and complexity. What in essence the subcom- 
mittee is seeking to determine is whether the public is adequately pro- 
tected by competition and, if not, to devise some means of securing 
such protection without impairing the dynamic vigor of our free 
enterprise system. By its very nature the problem does not permit 
any easy solution. The country’s leading economists who have spent 
their lives studying the problem, while in general agreement as to its 
nature, were poles apart as to its solution. 

But why specifically are we going into drugs? In the first place, 
most drugs would = to fall clearly within the definition of ad- 
ministered prices. ey are set, not by the changing forces of sup- 
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ply and demand, but by administrative decision and held constant 
over periods of time—often extended periods of time. The subcom- 
mittee will inquire into how these prices are set and maintained. The 
decision-making process shall be examined in order to determine how 
a drug company can establish, and then maintain for years, price struc- 
tures which result in the consumer paying about 50 cents for a pill 
for antibiotics and 30 cents a pill for steroid hormones. 

The drug manufacturing industry is an important industry simply 
in terms of total size. Sales of ethical drugs that are sold by pre- 
scription are running at around $21 billion a year at the manufac- 
turers’ level. To this, of course, there should be added approximately 
another $500 million for proprietary drugs that are sold over the 
counter. At the retail level, of course, the figures are considerably 

eater. Drugs are peculiarly an essential of life. Confronted with 

nancial reverses, the average family can, and does, put off buying 
automobiles, household appliances, clothes, and even food. The con- 
sumer’s ability to shop around for lower prices in the drug industry 
is severely restricted by the fact that prescriptions are usually written 
in terms of trade names rather than generic names. Although, as it 
shall be shown, there are lower price brands of the drug prednisone 
available from reputable often long-established companies, the con- 
sumer who has a prescription for Matioorten (Schering’s trade name 
for prednisone) cannot be sold anything else. Ifthe druggist were to 
substitute a lower price brand of prednisone, he would be in violation 
of State law. There is thus in ethical drugs an intermediary, as 
there must be, between the producer and the buyer, namely, the phy- 
sician who writes the prescription. As a consequence, the drug indus- 
try is unusual in that he who buys does not order and he who orders 
does not buy. 

The subcommittee’s study has revealed that the drug industry is 
honeycombed with patents and license agreements. While it is not 
intended to criticize the American patent system, it has been well 
settled by court decisions that the monopoly conveyed to a patent 
holder does not give him the right to fix his licensees’ prices or in 
other ways restrain trade in violation of the antitrust laws. The sub- 
committee will examine certain patent and license agreements, as well 
as the — existence of an international drug cartel. 

At the same time there are certain areas which the subcommittee does 
not plan to go into. While there shall be presented figures, where 
appropriate, showing the prices to consumers and the prices to drug- 
gists, thereby indicating the retailer’s gross margin, no attempt shall 

made to appraise the reasonableness or unreasonableness of this 
margin. That is something that will have to be left up to the public 
and to the people involved. 

Critics of the retail drug trade contend that the retailer’s margin is 
excessive, a charge which is denied by spokesmen for the trade, who 
have pointed to rising costs, including the inventory costs of stock- 
ing the same drug product under a variety of different trade names. 
This is a controversy which is not directly related to the problem of 
administered prices. It is an issue which the subcommittee has not 
explored in any of its previous hearings. The retailer’s margin in 
percentage terms is more or less constant, being applied on top of the 
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manufacturer’s price. What we are interested in is the price to which 
this relatively stable margin is affixed; namely, the manufacturer’s 
price to the druggist. 

It is also not the purpose of these hearings to question in any way 
the American system of private medical practice. Our interest is 
not with the issue of group versus private practice, or with the ade- 
quacy or reasonableness of the various forms of prepaid health or 
insurance plans. Our interest is simply with the price of drugs, a 
price which must be paid by someone under any system of medical 
care. In this connection, I wish to point out that the subcommittee 
has received many letters from doctors critical of the price of drugs 
and what they regard as excesses in the promotion and selling activi- 
ties of the drug companies. We shall hear testimony from some of 
these doctors during the course of our product and general hearings. 

The first of our product hearings, which begins today, concerns 
the so-called steroid hormones—cortisone and its derivatives. For 
the purpose of facilitating the understanding of these important new 
products, I shall try to summarize briefly some of their characteristics, 
as I understand them to be from responsible and reliable sources. 

The first of the steroid hormones was cortisone, which was followed 
by hydrocortisone, prednisone, and prednisolone, and such newer 

variations as triamcinolone and dexamethasone. 

A glossary of terms is appended to this statement. 

Many of the discoveries thus far have been quite accidental. 
According to Normal Applezweig, a recognized authority, the first 
large- scale commitment in cortical steroid research in this country was 
taken by Merck during World War II under a program of the Office 
of Scientific Research and Development, then headed by Dr. Van- 
nevar Bush, now chairman of the board of Merck. This work was 
started on the erroneous belief that the Germans were successfully 
using an adrenal hormone product to protect their flyers from the 
effects of high altitude. The discovery of the anti-inflammatory 
action of cortisone in rheumatoid arthritis was, according to Apple- 
zweig, “a stunning and completely unexpected result of this research 
effort.” 

Steroid hormones are used for many purposes, including the treat- 
ment of allergic disorders such as bronchial asthma and the reactions 
to other drugs; inflammatory diseases of the eye; skin diseases; blood 
diseases such as pernicious anemia; kidney diseases; pulmonary fibro- 
sis, ete. 

But. their most, widespread use is in the treatment of rheumatic 
diseases. It is estimated that roughly 10 million Americans are 
afflicted with rheumatic disorders, about 1 person in every 16 of our 
population. About 1 million are permanently disabled. Rheumatoid 
disease has become known as the No. 1 crippler. It strikes more 
people than cancer, heart disease, and tuberculosis combined. 

While these drugs do not effect a cure, their importance should not 
19 minimized, T hey do relieve arthritic patients for periods of time 
“nd help control attacks. At the same time their use has been 

restricted by the medical profession because of injurious side effects. 
When cortisone first appeared on the market, it was used indiserim- 
inately and with high expectations. Continued experience brought 
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much disillusionment, far greater caution, and restraint. Although 
the drugs introduced since cortisone have represented a marked 
improvement, side effects remain a serious problem. 

The importance of these drugs in terms of dollar value can be seen 
from the fact that in 1959—and the figure was about the same for 
1958—their sales are estimated to be $120 million at the manufacturers’ 
level, divided up as follows: Cortisones, $33 million; prednisone and 
prednisolone, $43 million; and triamcinolone and dexamethasone, $44 
million. 

A nation’s welfare can be measured in many ways. In my opinion, 
the health and vigor of its citizens are high on this list. As a human 
being, I am appalled if precious drugs are not obtainable by citizens 
who need them to sustain their very lives. As a Senator, I cannot 
prejudge the situation, but I am determined that the facts shall be 
developed, and if the need is found to exist, appropriate legislation 
shall be devised. 

(The following was provided for the record :) 


Glossary of terms, cortical steroids 





| | 
Product Date introduced | Equivalent potency Major marketers ‘Trade names 
| | 
Cortisone__.....---| 1950 by Merek--.-.| 25-milligram | Merck. - ; | Cortone, 
tablet. j 
Schering | Cortogen, 
Upjohn ..| Cortisone, 
Many small com- 
panies, 
Hydrocortisone. _..| 1952 by Merck. -..- — Merck -_-_-. IH ydrocortone, 
tablet. 


Upjohn 

Pfizer = 

Many small com- 
panies, 


Cortef. 
Cortril. 


Prednisone and 1955 by Schering. .| 5-milligram tablet_| Schering. - ....---| Meticorten and 
prednisolone, | Meticortelone, 
WAGE ecctaccnacs Deltra and Hydel- 


tra. 

eon Deltasone and 
Delta-C ortef. 
ao Sterane (predniso- 
lone only). 


Upjohn_..-..-- 





Pfizer. .... 


Many small com- 
panies, 


Methylpredniso- 1957 by Upjohn_-_-| 4-milligram tablet_| Upjohn (no other Medrol, 
lone. sellers but Scher- 
ing licensed by 
Upjohn). 
Triamcinolone_-_-.| 1957 by Squibb a sai 5 asic Lederle. __...-.. Aristocort. 
and Lederle. 
Squibb-_._-._- Kenacort. 
¢ (No other sellers.) 
Dexamethasone_..-} 1958 by Merck-_. — IRS a cs Xtscaces Decadron, 
tablet. 
j Schering - ......---.-| Deronil. 
5 Ciba | Gammacorten, 











| ( No other sellers.) 


Nore.—1,000 milligrams=1 gram; 454 grams=1 pound, 


Senator Krrauver. Senator Wiley, before we hear from Senator 
Smathers, do you wish to say anything? 

Senator Witry. Not at this time. 

Mr. Peck. Mr. Chairman, I have an opening statement to present 
for Senator Dirksen, but in the interest of time perhaps I should 
delay it until Senator Smathers has completed his statement. 

Senator Kerauver. Very well, Mr. Peck. 
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Senator Smathers, we know of your great interest in the problem of 
drug — and we know that you have made many speeches on 
the subject and you have been of assistance to this subcommittee. We 
are glad to have you testify at this time. 


STATEMENT OF HON. GEORGE A. SMATHERS, U.S. SENATOR FROM 
THE STATE OF FLORIDA 


Senator Smaruers. Thank you very much, Mr. Chairman. May I 
first say to you how appreciative I am to you and to your counsel Mr. 
Dixon for this opportunity to make a brief statement, and may I say 
to Senator Wiley and to the other members of the committee that I 
congratulate them on their sustained and intense interest in this very 
vital subject insofar as the American public is concerned. 

I might say preliminarily too that Florida, the State which I have 
the privilege of representing, is greatly interested because we have a 
higher proportion of elderly people in our State than does any other 
State in the Union. Unfortunately these elderly people are those who 
most always need drugs and who of course unfortunately too are in 
the position of being less able to pay for them than are other groups 
in our country. So they are rather heavily and harshly hit in their 
efforts to stay well by the high cost of drugs. I might also add that 
I have a personal interest in this matter because my own father was 
rendered completely unable to do any work by an attack of arthritis 
when he was 37 years old. He spent much of his life trying to dis- 
cover a cure for his arthritis, and went to such extremes as taking the 
bee sting cure. He also went so far as to put gold coin in the bottom 
of his shoes for a melted down gold treatment. He then went to 
Canada and worked with Dr. Locke who manipulated his bones and 
his feet in an effort to cure his arthritis. None of this did any good 
but all of it drained him of any financial resources which he had. 

He was one of the first recipients of the treatment of cortisone, and 
he is eternally grateful as we all are that that was the one drug which 
seemed to be the answer to his particular type of rheumatoid arthritis. 

So I can say that my family on both sides is very much aware 
of the high cost of drugs and the need for somebody to do something 
about the situation in order to make them more available to the 
general public. I congratulate you, Senator Kefauver, and you, Sen- 
ator Wiley, for your interest in undertaking an investigation as to 
why drug costs remain so high. 

To get some idea of the proportion of the high cost of drugs 
to American families, I feel that it is essential to ascertain the ex- 
tent to which pharmaceutical houses are ballooning drug costs in 
the first years of their discovery as well as a comparison of the cost 
of certain drugs in this country with the cost of similar drugs in 
foreign countries. 

It is a matter of common knowledge that when a drug is first 
discovered, its cost to the consumer is extremely high. Only after 
the passage of several years does the price of the drug begin to drop 
to a point where the average and low-income families can even 
afford it. 








ter 
‘op 
yen 








ADMINISTERED PRICES 7843 






Why pharmaceutical houses maintain this practice is not clear. 
It appears to be a practice utilized for the wee of recouping 
research costs as quickly as possible. If this 1s the case and I am 
sure it is, the sad fact is that it is done at the expense of those 
needing the new drugs to alleviate pain and suffering. 

Such practices have the inevitable effect of putting outside the 
reach of the average American family the latest and best medicines 
and drugs available for the cure of physical ills. 

In some more fortunate cases the drugs can only be obtained at 
the risk of suffering a substantial financial setback. 

I don’t believe we can sit idly by and toy with the health and well 
being of this Nation, for we know only too well that without being 
able to utilize the benefit of the modern developments in antibiotic 
drugs, common diseases such as pneumonia and influenza would again 
become the killers they were in the past. 

Let me be more specific. 

A medicine called progynon micropellets cost $18.10 for 10 cubic 
centimeters when it was first introduced on the market and today 
the average price runs about $7. 

Vitamin B-12, in the 10 cubic-centimeter size ran as high as $18 
when it was first put on the market. After a few years the price 
began to drop and today it averages about $2.85. The first couple 
years that the antibiotic known as chloromycin was available, its 
cost. was $1.10 per capsule. Today that drug along with most other 
antibiotic capsules, average in price between 40 and 60 cents per 
capsule, still a very high cost to those unfortunate persons who 
contract illnesses requiring extended dosages of these medicines. 

Not only does the American family have to bear the burden of 
inordinately high cost of new drugs but it also appears that con- 
sumer costs of drugs in this country are, on the average, far in excess 
of = cost to the consumer for similar drugs in other nations of the 
world. 

I might interpolate here and say that this particular matter was 
called to my attention when our very fine Governor, Leroy Collins, 
recently made a trip with 10 other Governors to the Soviet Union. 
When he returned, we began to visit about some of his experiences. 
He told me that he suffered from a recurrence of an illness while in 
the Soviet Union. 

He took the same prescription which had been given to him in 
Florida, had it first translated into Russian, and then was able to 
get what was the comparable medicine there. In our United States 
the prescription cost him in the neighborhood of something like $18, 
compared to a cost in the Soviet Union of something less than $2. 

This difference in drug prices began to make him wonder what 
this was all about. As they later visited in Poland he found the 
same thing. I myself have had similar experiences in traveling around 
Latin America, finding that the drugs you get there sometimes made 
and manufactured by the same house which manufactures them here 
sell for considerably less. 

For example, the cost to the consumer of a bottle of 100 t»blets 
of vitamin B,, is $2.63 in Venezuela. In this country, the same 
medicine produced by the same manufacturer runs $4.88. 











7844 ADMINISTERED PRICES 





Obviously there is no good reason why it should cost that much 
less in Venezuela when you think that the shipment to Venezuela 
obviously costs more then and in fact the price should be more 
than here. 

In France the antibiotic known as erithromycin is about $4 for 
25 capsules. In this country, it is closer to $6, yet it is produced 
by the same American manufacturer, which distributes the antibiotic 
in France. 

In Argentina the cost of 50 tablets of the tranquilizer known as 
Miltown is 46 cents. In the United States people who need this 
drug must pay from $3.85 to $4.25, even though it is made by the 
same American firm that supplies the drug to Argentina. 

A certain migraine headache tablet is $14 per hundred in this coun- 
try. The same tablet is $7 per hundred in England. In Russia one 
pays only 45 cents for an antibiotic that costs $3.50 in this country. 
In England a dozen aspirin are 12 cents compared to 25 cents in the 
United States. 

It is readily apparent that the American people, who are fortunate 
in having the most advanced medicines and drugs in the world, 
share alike the distinction of paying the world’s highest premium 
for these basic human necessities. 

Many of our citizens, by virtue of very low incomes, have to 
tolerate needlessly, in my opinion, pain and suffering. They are pro- 
hibited from being able to utilize the modern advances of medical 
research because of the cost of them. This is a shameful condition 
in our present-day society which spends tremendous sums on re- 
search to promote health and increase lifespan, and yet the products 
are placed well out of reach of the average and low-income families. 

The middle- and low-income families of this country, together with 
the aged and our retired citizens, all of whom go to make up the 
very great majority of our populatjon, are the greatest consumers of 
these items and at the same time those who can least afford the 
present-day high costs of medicines and drugs. 

The Congress has a major responsibility to ascertain whether the 
naked law of supply and demand has forced upon the needy group 
of Americans who are ill, especially the aged and chronically infirm, 
an unreasonable financial strain for an inseparable human need. 

The drug market is, in reality, a captive market. More often than 
is the regular rule, the individuals who need these drugs do not order 
them themselves. They are ordered by the family physician. They 
cannot substitute some other product. The drug prescribed is the 
one and the only one that can serve their need. It isn’t like transpor- 
tation, for example. If we cannot afford an automobile, we can 
utilize the bus service, and our health is not in any way harmed; and 
if we do not have enough money to buy a television set, also, we can 
get along without one. When our health is involved, we must depend 
upon the results of medical research and the products which it pro- 

duces to insure the maximum degree of treatment for the illness. 

These facts which I have set forth briefly illustrate the need for 
the study you are undertaking. It appears to me to be imperative 
that every phase of drug pricing up to and including the over-the- 
counter costs to the consumer must eventually be fully explored. 
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Whether there is an exploitation of this market at the expense of 
the aged, the infirm, the sick, and the public, generally, is a fact we 
should ascertain. If there is, then we in the Congress cannot sit idly 
by without taking quick action to correct the situation. 

The healthier our people, the stronger our economy will be in time 
of peace, and the stronger our Nation will be in time of emergency. 

So Mr. Chairman, I congratulate you again on undertaking these 
hearings and I thank you for the opportunity of making this very 
brief statement. 

Senator Keravuver. Senator Smathers, we are grateful to you for 
the study and research you have undertaken on this problem, and the 
fact that you have come here from Florida to testify and participate 
with our committee in this hearing. 

We invite you to sit with us here as if you were a member of the 
committee and ask questions and make observations from time to 
time, because it is quite apparent that you have given the matter a 
great deal of consideration. 

Senator Smarurrs. Thank you very much, Senator. 

Senator Kerauver. Any questions of Senator Smathers? 

Senator Wirxry. I want to say I compliment him on giving a very 
challenging statement. New, if he has any suggestions as to how to 
cure some of these ills, I think that we might get those from him. 

Senator Smaruers. Senator. I have a little ill at the moment my- 
self that I am going over to try and cure at 50 cents a capsule. I hope 
that it will do the job. 

Senator Witey. You mean you need 50 cents? 

Senator Smaruers. I would be delighted to take any loan that you 
might be able to make me, sir. 

The only thing that I would say is that with respect to curing the 
ills, I think that the medical profession, as has been so well set out 
by the chairman, is doing a wonderful job with respect to finding 
out how to cure the ills. 

Now, the job of this committee, as the chairman has so well set 
out, is the best way to determine how to make the benefits of medical 
research available to the average citizen. The problem is: How do 
we get these otherwise terribly expensive drugs in the hands of those 
people who actually need them at a cost which they can afford to pay ? 

Senator Winey. I didn’t have reference to the physical ills, but 
the economic discrimination that you show here. What is the answer 
to that? 

Senator Smaruers. The economic discrimination ? 

Senator Wirry. Yes. 

Senator Smaruers. I wish there were no economic discrimination 
as between you and me, sir. I would like to be in the same financial 
bracket that you are. 

Senator Wirey. I think you need to drink some more Florida 
orange juice. 

Senator Smaruers. I will tell you this: When you can’t afford the 
drugs, that is the next best medicine you can get. [Laughter.] 

Senator Kerauver. Thank you very much, Senator Smathers. 

Mr. Peck, you said you had a short statement from Senator Dirk- 
sen. We know of Senator Dirksen’s interest in this problem. Do 
you wish to read his statement at this time ? 
35621—60—pt. 142 
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Mr. Peck. Yes, sir. Senator Dirksen has prepared a rather brief 
opening statement, and with your permission, sir, I will ask Mr. 
Chumbris to read it into the record. 


STATEMENT OF HON. EVERETT McKINLEY DIRKSEN, U.S. SENATOR 
FROM THE STATE OF ILLINOIS (AS READ BY PETER N. 
CHUMBRIS) 


Mr. Cuumepris (for Senator Dirksen). Mr. Chairman, I am genu- 
inely sorry that prior commitments back home make it impossible for 
me to attend the subcommittee sessions which will deal with admin- 
istered prices and the pricing of drugs. I gather from such accounts 
and statements as I have seen that this will be an all-inclusive inves- 
tigation, and I thought it might be well to go back and include in 
the record of these hearings statements by economists who previously 
testified before this subcommittee, in the hope that it will provide a 
clearer concept of what we deal with when we speak of “administered 

»rices.” 
: I think it should be emphasized that administered prices are not 
synonymous with monopoly prices, and the truth of that statement 
is amply fortified by the testimony we received from some very 
distinguished economic experts when hearings in the administered 
price field first began. 

I, therefore, submit some excerpts from the testimony of Dr. Gard- 
iner Means, Dr. Edwin G. Nourse, Dr. Richard Ruggles, and Dr. John 
K. Galbraith. 

Dr. Gardiner Means says: 

When I speak of administered prices, in no sense am I being derogatory of 
business. You can have administered prices when you don’t have monopoly. 

Administered prices represent a way of doing business that leads to greater 
efficiency and higher standards of living. We could not have our big, efficient de- 
partment stores and mail-order houses if prices were not administered. Without 
this method of pricing, big, efficient industry would find it almost impossible to 
a prices are an essential part of our modern economy * * * 

aa... 16). 

When you are down to the point of 200 companies in an industry, the admin- 
istered price technique is so superior to the haggling over the price of each 


transaction, anything that would approximate the classical market price, that 
it seems to me just unthinkable (P.H., p. 119). 


* * * * * * * 
Similarly, Dr. Edwin G. Nourse responded as follows to questions 
by a subcommittee member: 


Senator Dirksen. In your statement you said that administered prices grow 
naturally and properly? 

Mr. Nourse. Yes, sir. 

Senator Dirksen. Out of the conditions of modern industrialism? 

Mr. Nourse. Yes, sir (P.H., p. 20). 


and subsequently: 
Mr. Ruactes. It is administered price in the same sense that other industries, 
all industries almost are administered price (P.H., p. 158). 
* * Ok * * * * 
Mr. Means * * * Most of the prices you come in contact with every day are 
administered prices—the prices in the Senate restaurant, at your barbershop, 


and in your local stores. The prices of steel and automobiles at wholesale. In 
fact, most industrial prices are administered prices and so are a large portion 
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of retail prices. Most wage rates would also be classed as a type of administered 
price. It is only in agriculture and some raw materials that the flexible market 
price is the usual type * * * (P.H., p. 75). 


* * * * * x * 


Mr. CHumsris. Would you tell us what are the principal manufacturing in- 
dustries that do not have administered prices? 
Mr. Moore. The only ones that come to mind are those that do (P.H., p. 180). 
7 - * 8 * * * 
Senator DirKseNn. You regard administered prices as an inevitable concomitant 
of our industrial setup? 
Mr. Nourse. I do (P.H., p. 20). 


* * * * * + * 


Senator Dirksen. It is a fair conclusion then that you and Dr. Means and Dr. 
Nourse all agree that administered prices in our economy are an inevitable thing? 
Mr. GacerairH. I think that is right; yes (P.H., p. 39). 


s * * 2° * s * 


Mr. Means. I brought out in my testimony the fact that (in 1942-46) the 
administered prices lagged way behind the rise in market prices, and that as a 
result they acted as a damping force on inflation. They had a very constructive 
influence. I don’t want to give the impression in the least that the effect of 
administered price is harmful always. 

Sometimes it can be harmful, sometimes it can be constructive, very construc- 
tive. The problem arises simply because economic theory has never faced up 
to the implications of administered wage rates for economic adjustment (P.H. 
p. 93). 

Mr. Ruaetes. I would like to emphasize two things. Insofar as administered 
price industries are not agriculture, this statement (that price increases in 
administered price industries are responsible for the present inflationary spiral) 
is correct. Agricultural prices have gone down, and if all other prices in the 
economy are administered, then administered prices are responsible for it. How- 
ever, I would like to make clear that this definition of administered price includes 
rent, utilities, many areas that have nothing to do with monopoly as is conceived 
of in the normal terms. I do not feel that administered prices have caused it in 
the sense that prices have been raised more than cost. As I have stated in my 
paper and in my conclusions, I feel that the price rise is due to wages going up 
faster than our productivity has increased, and that this is a failure on the part 
of our productivity increase, and that in this sense if wages are administered 
price, and other prices are administered price, all we are saying is that prices 
that have gone up are nonagricultural prices, I would agree. 


Among those who indicated that the term or problem of adminis- 
tered = An should be extended to wages or wage rates were Prof. 
John Kk. Galbraith (P.H., pp. 50 and 51) and Dr. Edwin Nourse. 
The latter testified as follows : 


Mr. Nourse. * * * Labor organizations, in a similar way, can put a firm price 
on the services of their members and let number of jobs and hours of work 
adjust to that price level. They may partially or completely arrest production 
for a longer or shorter time as a means of securing buyer acceptance of their 
price formula (P.H., p. 11). 

* * - 7 * > 


Mr. Ruaetes. * * * Since that time (1951), however, the reverse has been 
true. Wage costs have continued to rise, but manufacturers have not raised 
their prices to match the increase in wage costs. Wage costs have risen 14 
percent since 1951, but prices of manufacturer goods have risen only 6 percent. 

The statistics with respect to wage costs and prices in the recent period, there- 
fore, do not bear out the contention that manufacturers as a group have man- 
aged to force prices up more than might be expected in terms of the rise in 
wages, even when productivity changes are taken into account (P.H., p. 129). 

* * * What the data for the period since 1951 do indicate is that costs, and in 
particular wage costs, have been rising even more than prices. Wages have 
risen faster than real output. In real terms, gross national product has risen 
about 11.5 percent in the 5 years since 1951, or about 2 percent a year. 





7848 ADMINISTERED PRICES 


In contrast, wages rose 32.5 percent in the same period, which is a rate of 
almost 6 percent a year. Thus the increase in productivity has not matched the 
increase in wages, and the result has been a rise in costs. These rising costs, 
however, have not been accompanied by an excessive demand for goods (P.H., p. 
135). 

* * * * * * * 
I am sure that a completely objective hearing in this field of drug 

ricing and practices can prove extremely fruitful and useful, and I 
i therefore, that the entire hearing both now and whatever addi- 
tional hearings may be held after the turn of the year, will be kept 
on an objective basis. 

I presume that in this industry as in other industries which have 
been probed by this subcommittee that there is confidential data and 
material which is regarded as a trade secret because of the com- 
petitive nature of the “indust ry, and I am sure that the subcommittee 
will want to follow the practice previously agreed to of not divulging 
material of this nature unless and until it has been submitted to the 
full Subcommittee on Antitrust and Monopoly. 

This will be one of the most important hearings which the subcom- 
mittee has ever conducted because it will deal with not only pharma- 
ceutical manufacturers and distributors, but with the whole fabric 
of distribution, including the thousands of family druggists whio 
for many years have operated in the independent retail drug field 
and have rendered great service to the communities where they operate. 

I have asked Mr. Peter N. Chumbris, counsel for the minority, and 
Mr. Theodore Peck, special counsel for the minority, to be present 
at these hearings and to assist in compiling a careful and objective 
record. 

Senator Kerauver. Thank you very much, Mr. Chumbris. We are 
sorry that Senator Dirksen can’t be present today. I hope that he 
will be here for some of the later meetings. 

I think I should announce the proeedure that we hope to follow in 
connection with these hearings. We are going to receive testimony 
and secure facts about specific products. For instance, today the 
testimony will be about cortical steroids. On another occasion we will 
have hearings about insulin, then on antibiotics, another on tranquil- 
izers, another on sulfa drugs, and so forth. ‘ There will also be set 
aside duri ing the course of the hearings several days for full and ample 
general discussion of the drug industry, at which time representatives 
of the drug companies and other interested witnesses can discuss fully 
the overall problem, history, problems, and so forth. 

It is my hope that at the time we have hearings about specific drugs, 
such as the cortical steroids today, that we can limit our questions, 
our answers, and our discussion to the particular drug under 
consideration. Otherwise I think there is going to be confusion and 
we won’t have a very logical hearing. 

I notice Mr. Brown has a statement which is 11 ages, I believe. A 
good deal of your statement, Mr. Brown, should be given during the 
general discussion that we will have, because it deals with the back- 
ground of the company and other matters that do not relate to cortical 
steroids directly. You didn’t understand this at the time you pre- 
pared your statement and so we are not going to be strict with you 
about the matter. We will let you read your statement or summarize 
it. 
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_ Iknow that attorneys and public relations people are here represent- 
ing other companies, and. so I am announcing that we would appreciate 
it if other companies would be on notice that we would like to get 
directly into the matter of cortical steroids. If they have a statement, 
let. it be very short and specific and to that point, because we have a lot 
of questions we want to ask, and there will be time set aside for every- 
body to have a full discussion and full hearing and full presentation of 
their viewpoint. But we think it best to proceed product by product. 

Our first witness is Mr. Francis C. Brown, president of the Schering 
Corp. of New Jersey. Mr. Brown, do you wish to introduce your 
associates ¢ 

Mr. Brown. Mr. Irving Jurow, our general counsel and vice presi- 
dent, and Mr. Mortimer J. Fox, vice president. They are both with 
me. 

(At Senator Kefauver’s request, a telegram to the committee dated 
December 6, 1959, by Senator Harrison Williams, Jr., U.S. Senator 
from New Jersey, was copied into the record at this point.) 

DEAR Mr. CHAIRMAN: I sincerely regret that other Senate business commit- 
ments prevent my attendance at the hearing of your committee. 

Were it not for a previously scheduled hearing in New York City of the Senate 
Subcommittee on Migratory Labor, at which I must preside, I would have appre- 
ciated the opportunity to appear before your committee to personally introduce 
Irancis C. Brown to you and the members of your committee. As you know, he 
is the president and chairman of the board of one of New Jersey’s major indus- 
tries, the Schering Corp., which has its home office and 90 percent of its manu- 
facturing and research facilities, in our State. 

In New Jersey, we are proud of Frank Brown, not only because of his 10 years 
of excellent service in our Federal Government, commencing in 1933 when he 
served as counsel in charge of drafting the Banking Act of 1935 and continuing 
during his service as Counsel, Solicitor, and General Counsel to the Federal 
Deposit Insurance Corporation and as special advisor to the Office of the Alien 
Property Custodian, but also because, under his leadership during the last 16 
years, Schering Corp. has done an outstanding job in the field of drug research 
and has thereby made a significant contribution to the cause of an improved 
medical science. 

Sincerely, 
HARRISON WILLIAMS, 
U.S. Senator, New Jersey. 

Senator Krerauver. Mr. Jurow and Mr. Fox, we are glad to have 
you here. 

Mr. Brown, we are anxious to get down to questions that we want 
to ask you, so any part of this statement that you summarize or skip 
over will be printed in full in the record. 

Will you proceed ? 


STATEMENT OF FRANCIS C. BROWN, PRESIDENT, SCHERING CORP., 
BLOOMFIELD, N.J.. ACCOMPANIED BY MORTIMER J. FOX, JR., 
VICE PRESIDENT AND TREASURER, AND IRVING H. JUROW, 
VICE PRESIDENT AND GENERAL COUNSEL 


Mr. Brown. Mr. Chairman and members of the subcommittee, I 
will try to direct my remarks to the subject which you emphasize. 
I am president of Schering Corp. I entered this business some 15 
years ago from a background of law and Government service. I 
appear here at the request of the committee to do what I can to aid 
it in the consideration of the question which is before it. 
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I can understand the reasons for the great public interest in our 
industry. It is an acknowledgement of the tremendous advances 
which have been made in health and medical care. 

Schering is a New Jersey corporation. Its offices are in Bloom- 
field. In its early years—it has just celebrated its 30th anniversary— 
it was distributor of products for its former German parent. It was 
a pioneer in the steroid sex hormones, male and female, which are 
used in various glandular disorders. 

Schering is now owned by over 25,000 stockholders, no person hav- 
ing as much as 8 percent of the outstanding stock. 

Gckeviner became interested in adrenal cortex hormones or corti- 
coids in the 1930’s, when it made desoxycorticosterone used princi- 
pally to keep alive victims of Addison’s disease, a disease of the adre- 
nals which is fatal if untreated. 

Schering also was an early marketer of gold salts for treating 
rheumatoid arthritis. 

Thus, it was logical for Schering to take a lively interest in the 
early reports by Drs. Hench and Kendall that cortisone gave dramatic 
relief in rheumatoid arthritis. Schering had a small group of steroid 
research men and it was decided to make the product, although its 
laboratories were small and its staff almost inadequate for tackling 
a synthesis involving over 30 steps of complicated steroid chemistry. 
However, the Schering chemists cuted and the company became 


the second manufacturer to make cortisone for the medical 
profession. 
Merck & Co. had completed the first synthesis and furnished the 


first material used in patients. Therefore, Merck led Schering in 
making this important compound available. The process was cov- 
ered by various patents and, to clear the road of all patent obstacles, 
Merck, Schering, Ciba Pharmaceutical Products, Inc., and Organon, 
Inc., licensed Research Corp., which held the patents of independent 
chemical workers, and gave Research the right to license any other 
applicant, taking such licenses themselves. This arrangement was 
submitted to the Antitrust Division and to the court which had re- 
served jurisdiction of an old antitrust consent proceeding to which 
some of the companies were party. The court authorized execution 
of the agreement. 

After its introduction of cortisone, it took some time for Schering 
to improve its process sufficiently to justify it in continuing in the 
business from the commercial standpoint as the management saw it. 
While Schering’s research group were still trying to improve its 
process, hydrocortisone was announced as superior to cortisone. 
Schering decided not to undertake this difficult synthesis, but instead 
to look for something better. As experience was gained with corti- 
sone and hydrocortisone, it developed that they had the common char- 
acteristic of causing salt retention and edema, so that some people 
could not use them continuously. 

Schering’s research group made and tested a large number of com- 
ounds, finding two, derivatives of cortisone and hydrocortisone, not 
ound in nature, which were four or five times as active, had less side 

actions, and did not cause salt retention in proper clinical use. 

Schering’s research group alone had discovered and proven the 
new compounds which it named prednisone and prednisolone. How- 
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ever, other companies had researched in the area and one by one 
three of these came to Schering, — that they intended to market 
these products and had filed or were filing conflicting patent claims 
based on their own research work. Schering could not determine who 
had priority and entered into cross licenses with these companies 
individually, after separate negotiations with them. Each of these 
companies was then selling cortisone or hydrocortisone or both. 

This cross-licensing arrangement, similar to the one involving cor- 
tisone, insured the continued right of each company to market the 
new compounds, regardless of who received the patent from the 
Patent Office, but it in no way affected the Patent Office procedure. 
Cross licensing is merely a system by which the product could be 
marketed while the patent fight went on. 

Each of Schering’s licensees subsequently marketed the compound, 
and from their royalty payments we know that they each gained 
substantial positions in the total market. It is now almost 5 years 
later, but the patent interference proceedings are still pending, al- 
though Schering has pushed the proceedings to the limit of its ability. 
On the basis of its acknowledged pioneer work, Schering asked each 
of the cross licensees to pay royalties for a 3-year period after mar- 
keting and the licensees agreed to do so. This period has now expired 
and royalties are suspended. The agreements provide for higher 
royalties to Schering when the patent issues. However, the procedural 
delays and momentum of research development are such that Schering 
may never receive the additional royalties. Meanwhile, Schering has 
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r also licensed three other companies—Parke Davis, Ciba, and Syntex— 
h to manufacture and sell the compounds. 
5 Throughout the last 4 years, great uncertainties have hung over the 
y Schering steroids, which of course has influenced the company’s ac- 
y tions. At the outset, there was the uncertainty of how the new com- 
t pounds would fare against the strongly preferred older steroids. 
uJ There was the uncertainty as to their life expectancy, as I pointed out 
S in my letters to snniaiiers of our company in 1956 and 1957. Sev- 
o° eral side actions which had been attributed to Schering’s products 
h were investigated over a period of months before they were found 
n not to be true. Had these proven true, the market for the products 
might have collapsed and placed the company in a serious position. 
g There was also the uncertainty as to the ability of Schering, as a 
16 small company, to hold its own against the combined competition of 
t. its three licensed competitors, each of whom was several times Scher- 
ts ing in size. 
e. Time has brought to light basic weaknesses in the corticoids; 
ud namely, while each new compound gives varying degrees of benefit to 
i- patients, a certain number cannot tolerate it or tend to become im- 
w- mune when taken over a period of time. Therefore, new compounds 
ple are useful because they permit physicians to transfer their patients 
from one drug to another. Three new corticoids have become avail- 
m- able to the medical profession since Schering made its important 
ot breakthrough discovery of prednisone and prednisolone. Each has 
de gained substantial physician specification. That Schering’s dis- 
covery of prednisone represented a most significant development is 
he 


shown by the fact that every cortico-steroid subsequently introduced 


w- contains the new structural feature which Schering has discovered. 
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The latest and most active compound of all, by unit weight, is 
dexamethasone, which is made by Merck and by Schering. Thus the 
search for new corticoids must continue until someone finds a sub- 
stance which is better. Schering hopes to find something which will 
not only alleviate diseases such as rheumatoid arthritis and asthma, 
but will strike at their underlying causes without undesired side ac- 
tions or having patients become immune. We hope to find a cure. 

The chemistry of steroid hormones is complex, the steps many, and 
the yield relatively low. The process is batch production and not 
continuous as in cracking oil. Relatively simple variations frequently 
require the development of completely new processes, as well as new 
starting materials, because steroids do not lend themselves readily to 
the desired changes without breakdown. As new active structures 
are discovered, extensive research projects will probably be necessary 
to produce them. 

Steroid hormones in nature seem to exert some influence on cardi- 
ovascular diseases, lymphatic tumors and leukemia, cancer of the 
prostate and breast, regulation of fertility, degenerative processes 
of aging, the central nervous system or brain, and mobilization of 
protein in man. Some of these diseases or conditions are the im- 
portant medical challenges of the future which continued research 
hopes to solve. This is the largest item of expense in Schering’s re- 
search budget. It is one of the frontiers of the future which will 
enable the drug industry to expand, not only in the interest of medi- 
cine and health of the public, but in the general interest of the 
economy. 

I believe it important that the role Schering has fulfilled in develop- 
ing the new compounds prednisone and prednisolone be explained. 
Considerably more is involved than discovery and manufacture of new 
compounds. For every good compound that is found, there are many 
failures. Some failures come after years of effort and hundreds of 
thousands of dollars of expense. They may come even as our company 
is ready to market a product it considers good because some competitor 
has announced something better. 

I can name at least half a dozen projects where we probably spent 
$500,000 or more and have nothing to show for it but the experience. 
They involve the search for a better heart regulator, several antibi- 
otics—one, a broad spectrum, another, a fungicide—and several stim- 
ulants particularly useful for the aged. We have spent many millions 
in the search for better antiarthritic substances; one of these projects 
may run between $114 to $2 million and regretfully is just about to be 
laid to rest. Progress in internal medicine must come from research 
and the tools physicians employ today have come principally from the 
pharmaceutical industry’s laboratories. 

As the discoverer of the new compounds, Schering developed meth- 
ods of screening them in laboratory animals, a not inconsiderable task 
with corticoids, since diseases like rheumatoid arthritis are not found 
in animals. Next we determined toxicity in several species of animals 
and arranged for initial clinical evaluation in man under closely con- 
trolled conditions. While the safety index was being established, we 
continued to make these compounds by expensive research scale pro- 
cedures to get material for broader clinical studies. We arranged for 
study in a large number of diseases and provided clinicians free of 
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charge many hundreds of thousands of dollars worth of material for 
testing. Moreover, Schering determined the physical characteristics 
for the new compounds and developed formulations so that it could be 
used in a variety of disease conditions, such as tablets, solutions, sus- 
pensions, ointments, ophthalmic preparations, micronizations, and 
worked out compatability with other drugs. We established dosage 
levels in consultation with clinicians, solved stability problems, de- 
veloped methods of analysis of compounded materials, techniques for 
quality control, determined shelf life and a number of like things. 

The Schering staff physicians worked closely with medical authori- 
ties in various fields whose evaluation of the new preparations would 
guide the medical profession generally in their use. Moreover, Scher- 
Ing maintained central statistical records on individual case reports 
on uses and side actions as reported by clinical authorities throughout 
the country. We arranged for a clinical conference at which results 
were reported and opinions interchanged on the uses, limitations, and 
comparative value of the compounds. Films and drawings were pre- 
pared for teaching the proper uses of the compounds. The substance 
of clinical and laboratory findings was reported to the medical pro- 
fession by Schering’s detail force and informational literature, This 
information became available to physicians from Schering in many 
instances months ahead of published reports in medical journals, pull- 
ing together fragments of information into a coordinated whole so 
that practicing physicians, many of whom do not have access to all 
of the some 300 medical journals, nor time to fit together piecemeal 
reports into a composite result, will have the needed information on 
the uses and limitations of new products. Later, we developed 
methods of making—and made—related compounds which clinicians 
wished to use in basic studies. 

Schering undertook these trial-blazing activities as the originator of 
the new drugs. Some features were also undertaken by our licensees 
to a gradually lessening extent until the drug ceased to be classified 
as a “new drug” under the Federal Food, Drug, and Cosmetic Act. 
Schering has continuously studied or prompted and supported clinical 
studies of its products in order to be current on the changing ap- 
praisals which time inevitably brings and to keep its informational 
literature current. However, after these drugs ceased to be classified 
as new because their broad uses were generally known, any manu- 
facturer was permitted to make up pharmaceutical compounds 
modeled after those we first created and to sell them without perform- 
ing any of these services, as the scientific trail had been blazed and 
the uses established. 

When the prices which Schering charges for its products are com- 
pared with prices of those manufacturers who do less or none of these 
things, these facts must be kept prominently in mind. It must also 
be remembered that Schering is researching continuously to open new 
frontiers with better medicines, that it programs research on an ever- 
expanding basis—continuously—and not on a start and stop basis as 
earnings may ebb and flow. Because of these facts and the fact that 
Schering products are carefully controlled for quality and are avail- 
able throughout the United States as a result of the development of 
Schering’s distribution system over the years, it is probable that a 
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great many physicians prefer to prescribe our products, pharmacists 
to stock them, and patients to use them. 

The best indication that Schering’s prices were not excessive and 
that its products were good is found in the ready acceptance given 
them by the medical profession. Unlike consumer marketing, Scher- 
ing cannot expand its markets by lowering prices. Cortisone proved 
this. After all, we cannot put two bottles of Schering medicine in 
every medicine chest where only one is needed, or two people in every 
hospital bed when only one is sick. Marketing medicine is a far cry 
from marketing soft drinks or automobiles. 

Schering does not operate on the basis of marking up compounds 
uniformly, so many times over so-called bare factory cost. There are 
many variable factors, such as the size of the market, the uncertainty 
of product life, the expense of developing and marketing, the cost 
of continued research, the cost of informing the medical profession, 
the ultimate cost to consumers, the price of competitive products, and 
the long-time needs of the company, which may influence prices when 
a product is originated by Schering. Schering, therefore, tries to 
operate on the basis of overall charges, some products producing a 
different return than others. Only in this manner, in my opinion, can 
Schering discharge its responsibility to its employees, stockholders, 
the medical profession, and the public. Schering experienced an un- 

recedented development Sand due to an important discovery. 
ales of these products were more than was anticipated. But the 
trend of sales of | these products is sharply down and to continue Scher- 


ing’s past earnings performance will require that its research produce 
a continuing flow of worthy new products which can be brought into 


its product line. 

The paths of research frequently lead to new avenues of discovery 
as shown by our company’s early experience in the sex hormone 
steroids which served as a forerunner of our corticosteroid develop- 
ments—Meticorten, Meticortelone, and Deronil. 

Our broadened research efforts in recent years have taken Schering 
into such fields as mental disease, cancer, and diseases of the heart and 
blood vessels. An important new development in the alleviation of 
heart and kidney diseases is the scientific announcement, which will 
be made in Philadelphia this week by clinical investigators, of an out- 
standing new diuretic compound developed in our laboratories. 

The committee has called attention to letters from older persons 
regarding the cost of drugs; for example, a widow living on a $33 
monthly pension, and a couple whose income is $111 a month from 
social security. I think it is important to come face to face with this 

roblem. In fact the whole ooshiun of the indigent—especially in an 
inflationary period—is going to require the cooperation of the best 
brains in the country. 

Although no one group can, by itself, bring a solution to the difficul- 
ties faced by people in need, we at Schering, as a private company, do 
what we can by contributing generous quantities of our drugs to doc- 
tors for their indigent patients and to many charitable and social wel- 
fare organizations. 

And we have received many letters—letters of gratitude from people 
giving thanks for relief they get from our efforts. Among my bright- 
est recollections is a letter we received from a surgeon who had to 
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retire from active practice because of arthritis and was confined to 
a wheelchair. He wrote to tell us what a “blessing” Schering Meti- 
corten was; it enabled him to rise from his wheelchair and return to 
his practice. Another was from an editor of a prominent daily paper 
in Tennessee who wrote that Schering’s Meticorten has enabled him 
to stay on the job from which he had been about to resign because of 
incapacitating asthma. There was immense satisfaction to me in these 
letters and I was proud of the contribution the company had made in 
furnishing these important tools to physicians and their patients. 
Men walking who were crippled, and working who were incapacitated, 
at a cost of between 30 and 60 cents a day, seems to me to be pretty 
reasonable. 

In summary, let me say that Schering is a business corporation 
and must be operated as such. When it makes inventions which ad- 
vance medicine, it tries to make these products and sell them at a 
profit. Because it is part of an industry, responsibility of manage- 
ment to the company’s employees and stockholders requires that it 
try to do as well as other responsible companies in the industry. 
Under our economy, competition has been considered the best method 
of regulating product prices and Schering’s prices are governed by 
competive considerations. The competition Schering faces is intense 
and unrelenting, both in marketing and research. 

The cost of research, the expense of developing new products and 
communicating their uses to the profession, and the uncertainity of 
product life, in view of the heavy emphasis on research in our industry, 
all require that Schering make provision against the worst contin- 
gency. It is in business not just for today, but for tomorrow. The 
company must move forward with contributions to medicine in order 
to maintain its competitive position. It must earn money and retain 
earnings to provide facilities, working capital, and pay for continued 
research on an increasing scale. The consumers of today must con- 
tribute to the benefits which the future will bring, just as the Gov- 
ernment expects taxpayers todo. The public cannot afford to hamper 
research by companies which have advanced the cause of medicine so 
significantly. 

Undoubtedly some people find it difficult to pay for needed medica- 
tion. They will also have difficulty in meeting their rent and food 
bills as well. It seems to me that this problem must be viewed in its 
true light—it is a matter of inadequate income rather than excessive 
prices or even “administered prices,” whatever this may mean. It 
is not limited to aged people. It is just plain inability to pay for the 
necessities of life, where income has not kept in step with today’s cost 
of living. I suggest that a citizen’s advisory committee be created to 
work with welfare representatives and your congressional staffs— 
Senator McNamara’s committee comes to mind as well as this sub- 
committee—so that businessmen from the so-called basic necessity 
industries like food, housing, and drugs, can offer their assistance in 
resolving this social problem. We are doing this for the underprivi- 
leged or underdeveloped countries—why not help our own under- 
developed people? 

Needless to say if I personally could be of any help in this way, 
I would be only too happy to do so. 
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With these opening remarks, Senator, I have tried to give you and 
the members of the subcommittee a general background statement 
and I will be happy to answer any questions on the subject which 
may be needed. 

Senator Keravuver. Thank you very much, Mr, Brown. 

Mr. Dixon, will you proceed ? 

Mr. Dixon. Thank you, Mr, Chairman. 

I point to the remark that you made on page 10 of your statement, 
Mr. Brown. You said: 

Men walking who were crippled, and working who were incapacitated, at a 
cost of between 30 and 60 cents a day, seems to me to be pretty reasonable. 

Mr. Chairman, in keeping with the practice of this subcommittee, 
and in an attempt not to get into matters which are considered by in- 
dustry members as highly competitive and as trade secrets, we have 
chosen another avenue to get information which we thought to be of 
interest to the subcommittee, We did not ask for cost data for any 
individual product which, in my opinion, could be held to be a com- 
»etitive trade secret. But we did ask for certain basic information. 
Ve asked for the bulk sales that were made between these individual 
companies. 

We have devised, sir, an exhibit which I want Dr. Blair to explain. 
The exhibit has been passed around and made available to the witness. 

Mr. Briar. Mr. Chairman, this exhibit, which I take it will be 
exhibit 1, concerns prednisolone. 

Senator Keravuver. Let it be made exhibit 1. 

(Exhibit No, 1 follows:) 


PREDNISOLONE—5 MILticraAM ‘TABLETS 


Computed cost based on bulk price transaction and contract processing charges 


Per 1,000 
1. Bulk price at which Upjohn sold to-Schering in 1958 at $2.37 per 
gram material for 1,000 tablets, 5 $2.37 * $11. 85 
2. Allowance for wastage (5 percent) . 62 
8. Tableting charge 2. 00 
4. Bottling charge (10 bottles of 100 tablets each) 


MN ates ee oe Soh i eB es See eee eek eed 
1 As reported to the subcommittee by Upjohn and by Schering. 


Comparison between computed cost and actual prices 


Per 100 Per tablet 





Computed cost, ex selling and distribution costs_......-...-...-------------- 
Actual prices: ! 
Ss Rs ok ie an amma aamaae amen 
To consumer (list) 


1 Upjohn (Delta-Cortef) from Catalog; Merck (Iydeltra), Pfizer (Sterane), Schering (Meticortelone), 
Parke, Davis (Paracortol) from 1959-60 edition, ‘‘American Druggist Blue Book” (Parke, Davis consumer 
prices 1 cent higher per bottle than others.) 


Mr. Buatr. This refers to prednisolone, the companion drug of 
prednisone. 
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29.5 
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Mr. Brown, your company markets this product under the trade 
name Meticortelone, is that correct, Mr. Brown ? 

Mr. Brown. That is correct, yes, sir. 

Mr. Buarr. And you market’ the product prednisone under the 
‘ade name of Meticorten ? 

Mr. Brown. Prednisone is Meticorten. Prednisolone is Meti- 
cortelone. 

Mr. Briar. Mr. Chairman, pursuant to the request of the committee, 
Schering supplied to us a list of their purchase of materials for the 
year 1958. On page 2 of that exhibit supplied by Schering it is 
shown that Schering bought prednisolone from the Upjohn Corp. 
for a price of $2.37 a gram. 

On the basis of the calculation that it takes 5 grams to make 1,000 
tablets, this would result in a materials cost of $11.85. This, how- 
ever, of course, is in bulk form and not bottled, tableted or labeled. 

There are firms in the industry, Mr. Chairman, who will perform 
these functions of tableting, bottling, labeling, for a concrete price. 

We have obtained information from some of those concerns as to 
the cost which they would charge for tableting, and bottling predni- 
solone in bottles containing 100 tablets. We have chosen the mid- 
estimate of those which we have received. This is an estimate of 
a series of charges that would be made by Richlyn Laboratories, 
Pharmac euticals, of 5725 Castor Avenue, Philadelphia 24, Pa. 

May that be introduced as exhibit 2, Mr. Chairman? 
Senator Krravuver. It will be made exhibit No. 2. 
(Exhibit No. 2 follows :) 
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RIcCHLYN LABORATORIES, 
Philadelphia, Pa., November 2, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Committee on the Judiciary, 
Senate Office Building, Washington, D.C. 


Dear SENATOR KEFAUVER: Confirming my recent discussion with Dr. E. Wayles 
Browne, Jr., of your staff, I am happy to state the charges and loss factors 
that Richlyn Laboratories uses in computing contract tableting charges for 
steroid hormones. 

In lots of 100,000 tablets, we would figure on the following loss factors, and 
make these charges per thousand tablets: 












Cortisone Hydro- | Prednisone 
acetate cortisone solone 














Tablet size. ---milligram.. 25 » 5 5 
WwW astage_.-- -----percent.. 5 5 5 
Tableting charge per NOANMOATED. «isnt cssateck kk seccaess $2. 00 $2. 00 $2. 00 $2. 00 
Bottling: 
PUIG c hctcecnddcicsncuinindandedsaeetinne peaks $0. 12 $0. 12 $0. 12 $0. 12 
NN idk a5 5s cahticg sdacseabincb vba $0. 20 $0. 20 $0. 20 $0. 20 









| 


If the lots were 1,000,000 tablets, the wastage and charges could be reduced to 
the following amounts: 














Cortisone Hydro- |Prednisone| Predni- 
acetate cortisone solone 
















WONG BIO. 6 ou ose eg cake dann veuroccerer ed milligram --. 25 20 5 5 
NNN ss osc i uss arid ate nel eae percent-- 3 3 3 3 
Tableting charge per thousand... -.....-.-------------- $1. 25 $1. 25 $1. 25 $1. 25 


Bottling; 


100/bottle in icc elim iota arin & Me ale Ried eo ee ore $0. 12 $0. 12 $0. 12 $0. 12 
Per thousand b 0. 3 
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These charges and estimates would include assay of bulk powder and of 
finished tablets, affixing labels, and packing in cardboard cartons for domestic 
shipment. There would be no other charges for conversion from the pure 
powder to the appropriate prescription dosage form, in bottle. 

Very truly yours, 
SipNEY WEINBERG, Partner. 

Mr. Buarr. I wish to emphasize that there are other firms which 
have submitted to us even low charges for performing these functions. 

This firm assumes that there will be a 5-percent wastage in proc- 
essing the bulk powder into tablets; 5 percent of $11.89 1s 59 cents. 
Its charge for the tableting is $2; its charge for bottling, that is, 10 
bottles of 100 is $1.20, making a total cost, including the product 
itself in bulk form, of $15.2 59 per thousand tablets. 

This, of course, translates into a price, into a computed cost exclud- 
in selling distribution cost of $1.56 per 100 tablets. 

Schering’s price for a bottle of 100 tablets of Meticortelone to the 
druggist i is $17.90. Schering’s list price of this product to the con- 
sumer, that is, the suggested retail price, is $29.83. 

Transl: ating these prices per 100 tablets into a price per tablet, we 
obtain a computed cost figure of 1.6 cents per tablet excluding selling 
and distribution costs; 17.9 cents per tablet as the price to the drug- 
gist, and 29.8 cents per tablet as the suggested price to the consumer. 

Mr. Dixon. Thank you, Dr. Blair. 

Mr. Brown, you mentioned in your statement that you think 30 or 
60 cents a day is a pretty reasonable price for the consumer to pay. 
Do you consider it reasonable on your part to charge 17.9 cents for a 
tablet when your cost certainly must be less than 1.6 cents? Is that 
a reasonable markup both to the druggist and to the consumer? 

Mr. Buarr. Before you answer, Mr. Brown, I would like to point 
out that presumably on the sales of prednisolone to you, Upjohn made 
a profit. That would not be within your province of knowledge, but 
that is a normal expectation. 

Senator Keravuver. If Upjohn did not make a profit on the sale 

rednisolone to Schering, they would be violating the law. They 
ord to you 440 pounds in 1948 at this price, and presumably that 
includes their research, their profit, and so forth. We assume that 
you can make the same product at the same cost or at less than what 
you bought from Upjohn. 

Mr. Brown. There are several questions floating here at one time. 
I don’t see the pertinence of what this gentleman has to say. 

What is the question that is put to me now? I don’t see the perti- 
nence of Dr. Blair’s observation insofar as the questions addressed 
to me. 

Mr. Drxon. The question I put to you, sir, came directly from your 
statement. You said you thought it was pretty reasonable for a 
person to pay 30 to 60 cents a day for these pills, if he was incapacitated. 

I put this question to you: If you can make the pill for 1.6 cents, 
do you still consider it pretty reasonable to charge 17.9 cents to a 
druggist and to fair trade, or rather to suggest that the druggist sell 
it to the public at 29.8 cents per pill ? 

Mr. Brown. As you know, this is not a fair-trade price. 

Mr. Drxon. It isa suggested price. 
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Mr. Brown. It is a price which is put in as a catalog price and 
the druggist is free to make his own resale price because he is an 
independent businessman who has this privilege. 

Mr. Dixon. But your price to the druggist—— 

Mr. Brown. Our price to the druggist is, as you quote here, $17.90 
for the bottle of 100. 

Now, if we were simply doing the things that you have described 
on this piece of paper, it would seem to me that your question would 
be pertinent. But as I have described in my statement, we are doing 
a great many more things, and these include the informational work, 
the pioneering work which we did in the development of these 
compounds, and which we continue to do as the company which orig- 
inated them. Moreover, the support of the distribution system which 
we have built up over the years at considerable expense, and the 
maintenance of the research which we are endeavoring to do to push 
back the medical horizons for the future. 

These are just as much a part of our costs as wastage in production 
and tableting and bottling. 

Senator Krrauver. Mr. Brown, from a cost of $1.57 a hundred— 
which I think is high, because you can do this tableting cheaper in 
= own plant—to a price of $17.90 to the druggist, is an awfully 

ig spread. You mean that entire spread is due to distribution costs 
and to research? That is an abnormally big jump. 

Mr. Brown. Senator, when you say something is abnormal, I don’t 
know of any standards by which you make this statement. What is 
the basis of normalcy here other than the basis of competition ? 

Senator Krerauver. You don’t dispute the $1.57 figure as the max- 
imum cost of 100 tablets ? 

Mr. Brown. These are your figures. I would have to have them 
checked by our financial people. But let’s accept them. You pre- 
pared them; let’s accept them for purposes of this discussion. 

Senator Krerauver. Let’s get it very clear. You buy this material 
from Upjohn; you bought 440 pounds of prednisolone in 1958. All 
you do is to put it in a capsule, add your brand name to it and sell it. 

Presumably, this $2.37 price per gram means that that figure includes 
research costs, with some profit remaining for Upjohn. So pre- 
sumably at $2.37 a gram, you can produce it and include research and 
profit and depreciation, and what not, in it also. Upjohn could not 
under the law sell it to you at a loss. They must sell it to you at a 
profit. 

We have a reliable concern here that will tablet it for $2, as set forth 
in the Richlyn price list, so that your maximum cost per bottle of 100, 
which must include some research and some profit, is $1.57. Yet sell 
it for $17.90. How do you justify that? 

Mr. Brown. Senator, as I have explained, in my statement I tried to 
explain this at some length because I anticipated that a question of 
this kind would be asked me, from having read some of the previous 
records of hearings on administered prices, and I felt that I should 
give you an explanation of what Schering had done in the develop- 
ment of these compounds, and I have endeavored to do so. 
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It involves a great deal more than simply buying raw material, 
making up tablets and having them available for somebody who wants 
to buy them. It consists of supporting the distribution system; it 
consists of supporting research which we are carrying on continuously 
on an ever-expanding basis, and it consists of the educational, pioneer- 
ing, trailblazing efforts which I tried to describe and which I won’t 
take your time by repeating here. 

Senator Krrauver. You mean that research, profit, distribution, 
and everything else would make up that difference between $1.57 
and $17.90? 

Is that you testimony ? 

Mr. Brown. You have our financial statement, Senator, which dis- 
closes exactly what our performance was. I have also pointed out, 
if I may interrupt you, that we do not operate on the basis of a single 
compound alone. We operate on the basis of averages. 

Dr. Buatr. Mr. Chairman, may I add a clarifying point here? 

In the annual statement of Schering, to which Mr. Brown has just 
made reference, there is set forth the amount which Schering spends 
on research expenses and the amount which it obtains from net sales. 
Its research expenses in the year 1958 totaled $6,403,000. Its total net, 
sales were $75,180,000. That is a relationship, Senator, of research 
expenses to sales of 8.5 percent. : 

Now if Schering’s price in this particular product to the druggist 
were reduced by 8.5 percent, that is if there were in the price to the 
druggist no research expense, calculating the amount of that research 
expense on the basis of the relationship of your research expense to 
your total sales for your corporation as a whole, the effect would be 
to reduce 17.9 cents per tablet by 8.5 percent, which would bring it 
down to 16.4 cents, and the effect on the price to the consumer would 
be to reduce the list price from 29.8 cents to 27.3 cents. 

Hence, even after allowing for ‘research in this manner, we would 
have a comparison from 1.6 to 16.4, and then to 27.3. 

Mr. Drxon. Thank you, Dr. Blair. 

Senator Knravuver. I think for the industry as a whole the research 
percentage is 7 percent, but yours is a little higher, 8.5 percent in 
1958. What is the percentage of the markup from $1.57 to $17.90? 

Dr. Brame. Mr. Chairman, it is 1,118 percent markup, roughly 11 
times. The markup to 29.8 cents is 1,863 percent, or roughly 18 times. 

Mr. Brown. If I may be permitted to do so, I would like to say 
that I consider this not to be the proper relationship, because this does 
not include the expenses of doing business which I have outlined. 
This only includes the bare factory production cost. 

Mr. Drxon. Mr. Brown, let me explore the research that was in- 
volved in your purchase from Upjohn of the material that we are 
talking about on exhibit 1. There could be no research cost to you 
in your purchase from Upjohn, could there? You bought it from 
Upjohn? ’ 

Mr. Brown. We bought raw material from Upjohn, yes. 


Mr. Drxon. So therefore you had no research expense on that, did 
you? 
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Mr. Brown. We have continuing research expense, not necessarily 
related to this particular compound but related to this field and to 
other fields in which we are working. 

Mr. Dixon. So when you speak of research, you apply the con- 
tinuing research figure particularly on this transaction ? 

Mr. Brown. Oh, certainly. This is part of the expense of doing 
business. 

Mr. Drxon. During the course of your statement, you spoke of 
your distribution system that you built up over the years, So that 
would be part of the expense that you are talking about? 

Mr. Brown. That is part of it, yes. 

Mr. Dixon. They are considerable? 

Mr. Brown. Yes. 

Mr. Dixon. That is one of the things, Mr. Chairman, that we want 
to go into as we proceed along. 

Senator Krravuver. I understood for the industry that selling and 
distribution cost was 23 percent. What is your distribution cost, Mr. 
Brown ? 

Mr. Brown. I beg your pardon, Senator? 

Senator Krerauver. What is your selling and distribution cost? 

Mr. Brown. Based on our 1958 statement, it amounted to approxi- 
mately 32.7 percent. 

Mr. Dixon. Mr. Chairman, we have prepared another chart which 
I would like to ask Dr. Blair to explain for the record. May it be 
received as exhibit 3? 

Mr. Cuumpris. Mr. Chairman, before we go to the next exhibit, 
may I ask a question on the first exhibit ? 

Senator Kerauver. All right. 

Mr. Cuumpris. Mr. Brown, on page 10 you list various items in 
which you consider the costs that go into your products. Let’s take 
this $1.57 per hundred. Does that include your rent or your plant 
maintenance or your depreciation? It that in it? 

Mr. Brown. This, acccording to this computation as T understand 
it, this would simply cover the labor charge and I don’t know what 
other items may have gone into it, but it certainly would not include 
any of the general business expenses, 

Mr. Cuumprts. Does it. include your cost of taxes? 

Mr. Brown. No. 

Mr. Cuumeris. You have already mentioned selling expenses, dis- 
tribution, and your research. Senator Kefauver asked you a ques- 
tion. You were not listening because you were talking to one of 
your associates. He said assuming that you add 23 percent and 8 
percent, that doesn’t take much away from your 1,000 whatever 
percent was used by Dr. Blair. 

Senator Kerauver. 1,118 percent. 

Mr. Brown. It has to be taken away from 100 percent and not a 
thousand percent, Senator. 

Mr. Cuumepris. So therefore if you took into consideration 23 per- 
cent and 8 percent and 32 percent, you wouldn’t reach a figure any- 
where near 1,118 percent would you ? . 
35621—60—pt. 143 
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Mr. Brown. In the one instance we are talking about, percentages 
in relation to 100 percent, and the figure that I gave on selling and 
distribution expenses being 32.7 percent is in relation to 100. 

Mr. Cuumpris. In order for the record to be clear, I would like to 
ask Dr. John Blair to take into consideration these different percent- 
ages, and add that to the cost of $1.57 and then compare the markup 
from that figure to the $17.90 per hundred that he mentioned. 

Dr. Buatr. Mr. Chairman, I would like to answer that very briefly 
by stating that presumably most of the costs, excluding the selling 
and distribution costs to which Mr. Chumbris has made reference, are 
included in the price from Upjohn to Schering. 

The plant costs of rent and depreciation, all of these various costs 
that are involved in the normal cost of doing business are reflected 
in a sale price made between one independent company and another 
independent company, and if they are not included, then in effect: what 
is happening is that Upjohn is selling below cost. 

Mr. Chairman, in the next series of exhibits which I shall pass 
over very briefly 

Mr. Cuumpris. Before he does that, maybe Mr. Brown would like 
to answer Dr. Blair’s statement. 

Mr. Brown. Dr. Blair is talking about the sale of bulk material 
by Upjohn, which has no relation to any of the expenses of operation 
of our company. How they arrive at this price is something I 
don’t know. 

This isuptothem. This is a price which was quoted to us, Senator, 
in an arm’s length transaction. 

Senator Kerauver. As a matter of fact, you sell some raw material 
in which you include costs for research, profit, plant equipment, and 
so forth and so on. So I think we can assume that Upjohn has done 
the same thing. 

In 1948 you made more of this material than Upjohn did and you 
can make it as cheaply as they can or cheaper, can’t you ? 

Mr. Brown. I can’t tell you, Senator. I don’t know anything 
about their costs. 

Senator Keravuver. You have an efficient plant, do you not? 

Mr. Brown. We have a plant which is efficient according to our 
standards and we believe that we can do pretty well. But we cer- 
tainly can’t relate our costs to theirs. Wwe know nothing about it. 

Senator Krrauver. You wouldn’t expect Upjohn to sell predniso- 
lone to you unless the price did include some profit. or some advan- 
tage to them? 

Mr. Brown. Senator, these things, prices of this kind are fixed 
pretty much on a competitive basis, and the question of what is in- 
cluded in it depends on what is included in your overall company 
operation at the end of a year. 

I don’t know that you can allocate any particular sum as being a 
particular expense for a particular purpose in fixing the price. 

Senator Krravver. They wouldn’t sell it to you unless there was 
some advantage and some benefit to them. 

Mr. Brown. I assume not. 
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Mr. Drxon. Mr. Brown, I make this observation to you: You bring 
into your answer the fact that you must recapture costs of research 
and distribution. What we are talking about here now is, Who are 
you recapturing them from? : . 

Mr. Brown. We are recapturing them in anything that we sell 
in our total operation, and they do not necessarily apply uniformly 
to every product that we sell, because the profit margins vary on the 
particular products. ‘ 

Mr. Dixon. On intercompany bulk sales, we must assume that if 
Upjohn chose to sell prednisolone to you, they had certain costs in- 
volved in their manufacture, and that part of those costs certainly 
included research. 

They chose to sell it to you at a considerably lower price than 
they choose to sell it to a druggist, is that not a fact? 

Mr. Brown. I’m sure Upjohn wouldn’t be able to stay in business 
very long if all they did was to sell prednisolone at this figure. But 
they sell packaged goods as we do. They sell a lot of other products. 

Mr. Dixon. You say you deal at arm’s length. How do you ac- 
count for the fact that they choose to sell it to you in bulk at this 
really ridiculously low price and you choose to sell it to the druggists 
at an extremely high price? 

Mr. Brown. There is a big difference involved between the sale 
of bulk chemicals to one customer and the sale of packaged merchan- 
dise which has to be described to the physician because as these new 
drugs come out the physicians are not acquainted with them. 

They have to be made acquainted with them and this all involves 


a substantial amount of expense on all of the companies that are 
developing and selling new products. 

Mr. Drxon. All right, sir. Dr. Blair, will you explain this next 
chart which, Mr. Chairman, I request be marked “Exhibit 3” ? 

Senator Kerauver. Let it be marked “Exhibit 3.” 

(Exhibit No. 3 follows :) 
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NET PROFITS AFTER TAXES IN PERCENT 
OF NET WORTH, AND OF SALES, 1953-1959 
MERCK, SCHERING, AND UPJOHN 
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(Attachment to Dxhibit No. 3) 


Profits after taxes in percent of net worth, and in percent of sales, 1958-59, 
Merck, Schering, and Upjohn 


[Percent] 
Merck Schering Upjohn 


Net Sales Net Sales Net 
worth worth worth 









atearkcdnnnsaeatiouseseusdaoiabbeon 10.0 7.1 12.2 8.4 13.6 
REE uiirsinaacecenaapns eae wannaamabcuaaeen 9.4 8.7 11.2 8.0 13.2 
Dapp ecdnidctannpnsabasaahnbban indies 11.2 10.0 46.9 18.0 16.2 
DE atiakiudiussadsonccundoepbanesmenasheee 14.4 11.7 42.6 19.4 18.2 
iS ne taeerncsnepinewecsieponecoanetl 16.1 12.4 34.6 19.0 18.1 
Pigis tecedockionsneticnasedunvedsaneed 17.9 13.4 23.2 16.6 18.9 


ee RO diicncnen TEE fidcnttnane 
Sources: Federal Trade Commission, The Fortune Directory, and Moody’s Industrial Manual, 1959. 


Dr. Buarr. Mr. Chairman, just by way of clarification I want to in- 
dicate that the term “raw material” has been used in connection with 
exhibit 2, which has just been discussed. The prednisolone pur- 
chased by Schering from Upjohn was in the form of finished predni- 
solone itself in bulk form ready for packaging and ready for bottling 
and labeling. 

It was not a raw material which together with other raw materials 
had to be combined in some way by Schering in order to produce 
prednisolone. 

Now, Mr. Chairman, this chart presents for the three major manu- 
facturers of corticosteroids, their net profit after taxes as a percent of 
net worth and as a percent of sales in the period 1953-59. For the 
year 1959 we have estimated the fourth quarter profits and net worth 
on the basis of the assumption that they will average the same as the 
previous three quarters. 

in other abc the 1959 figure represents the experience of the first 
three quarters. We have been unable to develop a similar satisfactory 
basis for making a projection of the profit as a percent of sales figure. 

In the middle of the chart the experience of Schering is to be found. 
Schering in 1953 had a profit as a percent of net worth of approxi- 
mately 12 percent. With the discovery of prednisone and predniso- 
lone, which are sold by Schering under the trade names of Meticorten 
and Meticortelone, it can be seen in 1955 there occurred a spectacular 
increase in Schering’s profit as a percent of sales and as a percent 
of net. worth. Its profit as a percent of net worth after taxes rose 
to rig vaio ay percent. Its profits as a percent of sales rose 
to a figure of about 17 percent. Thereafter the profit as a percent 
of net worth declined slightly to 43 percent in 1956, declined to 35 
percent in 1957, to 24 percent in 1958 and to 22 percent, the average 
of the first three quarters, in 1959. 

Profits as a percent of sales followed a similar though less 
precipitous rise in the early years following the introduction of these 
important new drugs, and declined less precipitously in 1957-58. 
The decline in 1957-59 was of course, as Mr. Brown pointed out, 
undoubtedly due to the development of still other cortical steroids, 
Medrol, Triamcinolone and Dexamethasone. 
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However, in 1959 Schering was still making a profit after taxes on 
its net worth of in excess of 22 percent and in 1958 it was making 
a profit after taxes on its sales of approximately 17 percent. 

Senator Kerauver. Let’s see if Mr. Brown has any comment or any 
observations to make. 

Mr. Brown. I have several if I may, Senator. In the first place, 
I don’t have a copy of this chart, and it is difficult for me to see it 
because of the light shining in my eyes here. I wonder if a copy of 
it could be passed to me also? 

Senator Kerauver. Yes, see that Mr. Brown gets copies of all of 
these exhibits, 

Mr. Brown. On this question of the relationship of raw material 
to finished product, I would like to read a letter. This letter was 
obtained at my request by our public relations counsel from the U.S. 
Economic Corp. 

The gentleman to whom it is addressed is Mr. James Cope, and 
dated November 30, 1959. 


Dear Mr. Cope: We have explored economic data available to us and submit the 
following verifiable information which illustrates the large spread that exists 
between the sales price of many items and the cost of the raw materials that go 
into them. 

The price of every item is mainly a resultant of supply and demand. On 
the supply side the cost of the basic material merely limits the minimum price 
at which the item can be sold. In addition there are always many factors costs 
to be added. Wheat is the raw material for bread and is a basic cost ingredient, 
but there are also other basic costs to be covered such as the man-hours of the 
baker, the time and initiative of the manager, the cost of baking equipment, 
ete., along with basic distribution costs. 

The tabulation below lists several common products for which the average 
American knows the approximate selling price. For each of these products we 
have listed the average selling price and the average cost of the key raw ma- 
terial that goes into it. 

Average market price, 1958 


Bread, cost per loaf, 18 cents ; wheat used per loaf, 214 cents. 

Man’s white shirt, $3.94 ; cost of cotton used in the shirt, 28 cents. 

Leaf tobacco, cost per pound, $3.70; farm value of tobacco per pound, 60 cents. 

Canned peas, 21.2 cents ; farm value of peas, 3.1 cents. 

Corn flakes, 12-ounce box, 22 cents ; cost of corn per pound, 2.8 cents. 

Razor blades, dollar package, $1 ; cost of steel used, 13 cents. 

Chilean fertilizer (nitrate of sodium) $30; cost per ton, cost of raw material, zero. 
(Guano deposits). 


: a Food and clothing data from U.S. Department of Agriculture Bul- 

etin 741. 

+ Razor blades based on data from Census of Manufacturers and Drug Trade 
vews, 


Chilean fertilizer, Statistical Abstract. 
I enclose our invoice for $150. 
Sincerely yours, 
ARTHUR O. DAHLBERG, President. 

Senator Keravver. That letter will be marked “Exhibit 4.” 

(Exhibit No. 4 may be found on p. 8357.) 

Senator Keravuver. This would be pertinent if you bought a loaf of 
bread and all you did was put a wrapper on it and then resold it. But 
the prednisolone that you buy is already a finished product. All you 
have to do is to put it in a tablet and sell it, so it is not comparable to 
having to bake the bread. 
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Mr. Brown. Senator, may I correct that? We have to do a lot of 
things to this. In the first place when we receive it we have to run 
our controls on it and determine that it meets our specifications. 

Then we have to run it through our procedure which may involve 
preparation of tablets or may involve the preparation of injectable 
material. 

If it is in the injectable area it goes into the sterile laboratory where 
we have very high costs and where everyone in the drug industry has 
very high costs. 

I didn’t want to interrupt you when Mr. Dixon was talking. 

Senator Krravuver. The price on injectable items would be even 
higher than the pills, is that not true? 

Mr. Brown. I can’t tell you in terms of how this is stated, but 
obviously it sells on a different basis from the tablets. 

Senator Keravver. You said this letter was from some public rela- 
tions firm. Which firm is that? 

Mr. Brown. Selvage & Lee, 500 Fifth Avenue, New York, N.Y. 

Senator Kerauver. How many public relations firms do you have? 

Mr. Brown. We have Selvage & Lee. We also have the firm of 
Gottlieb & Co. 

Senator Keravuver. Gottlieb & Co., is here in Washington? It 
is known as Edward Gottlieb & Associates? 

Mr. Brown. They are in New York also. 

Senator Keravuver. They have an office here though? 

Mr. Brown. I beg your pardon? 

Senator Krrauver. They have an office here? 

Mr. Brown. They maintain their own office though, not for us. 

Senator Krerauver. Do you have any comment about this profit 
situation ? 

Mr. Brown. I feel that the relationship of profits to net worth is 
not a pertinent matter insofar as Schering is concerned, because, as 
I have just explained, Schering came through a radical change in its 
entire condition as a result of the discovery of these compounds, which 
brought our sales, more than doubled our sales in the course of 1 
year. Now, our relationship of profit to net worth, as you know, 
as you will observe in this chart, has changed over the years and this 
is because we were inadequately built, inadequately capitalized. We 
were a very small company at the time of this development. 

Senator Kerauver. When you were getting 47 percent on net worth 
in 1 year, don’t you think that would have been a good year to 
reduce some of these prices? 

Mr. Brown. This was the year of crisis insofar as Schering was 
concerned, Senator. Just about the time we introduced these, we 
learned that a competitor was supposed to have a compound which 
was about six times as active as our compound, we got some of this 
compound and tested it, and we found—it took us some time to do 
this—we found this wasn’t true in man. It was true in animals but 
it wasn’t true in man. 

If this product had proven to have this ratio of activity to our 
own in man, we would have been out of business overnight insofar 
as this product is concerned. 
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The sudden starts and stops in this industry are not found in any 
other industry that I know of where one medical article can put a 
product out of business almost overnight. } 

Dr. Buatr. Mr. Chairman, might I ask that there be inserted in 
the record as an exhibit page 26 of the catalog of Nysco Laboratories? 

Senator Kerauver. Make that “Exhibit 5.” 

(Exhibit No. 5 may be found on p. 8357.) 

Dr. Buatr. This exhibit shows that Nysco will sell—— 

Senator Keravver. Is that National Laboratories? 

Dr. Buatr. Nysco, the same firm to which reference has been pre- 
viously made in connection with the contract bottling and tableting 
charges. Nysco Laboratories will sell prednisolone in bottles of 100 
for a price of $2.70 per 100 or 2.7 cents per tablet. 

This includes, of course, the cost of obtaining the prednisolone, 
which would have to be secured by Nysco, the cost of bottling, the 
cost. of tableting, and all of these other control costs to which Mr. 
Brown made reference since the products of both the small as well as 
the large companies must meet the standards of the U.S. Pharma- 
copoeia. 

Senator Keravuver. Do I understand’ that Nysco which is a drug 
concern itself, will sell prednisolone in bottles of 100 at $2.70? 

Dr. Buatr. Yes, sir. 

Senator Kerauver. And that is in their catalog? 

Dr. Buatr. That is in their catalog. 

Mr. Brown. May I ask that Dr. Blair also put into the record 
whether this company maintains a research force, whether they main- 
tain a detail force, how many new products they have developed that 
came out of their laboratory, and whether they have a national dis- 
tribution such as Schering has, because it seems to me that this is a 
deceptive parallel unless they do the things that Schering does. 

It has absolutely no relation to the way in which Schering does 
business insofar as I am informed. 

Mr. Dixon. Mr. Brown, what is important, though, is that they 
are willing to sell it and they do sell it. Why aren’t you worried 
about their price of $2.70? Why don’t you have to meet that price? 

Mr. Brown. What makes you think I am not worried about it? 

Mr. Dixon. Do you meet their price? 

Mr. Brown. I beg your pardon. 

Mr. Dixon. Do you meet their price of $2.70? 

Mr. Brown. We meet the price in a different way. We perform a 
“ey to the medical profession and we perform this on a continuing 

asis. 

Mr. Drxon. I know, but on the question of price, do you sell pred- 
nisolone in 100-tablet. bottles for $2.70 to anybody ? 

Mr. Brown. Mr. Dixon, you know that you can’t do everything 
the way every competitor does. You can look throughout this drug 
industry and you will find products priced at various levels. One of 
my associates went into a store the other day and on the consumer 
counter there were bottles of aspirin ranging from 50 cents to $1.50 
for approximately the same quantity. 

Mr. Drxon. You don’t have to have a prescription to buy aspirin. 
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Mr. Brown. I have here—one of my associates has these—examples 
of these bottles with the names of the manufacturers blanked out, and 
I would like to bring it in this afternoon and show it to you. 

Mr. Dixon. We will be very happy to have it. But this aspirin is 
put on the counter where consumers can make their choice. The con- 
sumers prefer one brand over another. It involves psychological fac- 
tors which, as you know, enter into it. 

Senator Keravuver. You don’t question the purity of the Nysco 
product or the fact that Nysco meets the U.S.P. standard? 

Mr. Brown. I don’t know anything about it. I know this. We 
have a very expensive control procedure. Several weeks ago we dedi- 
cated a control laboratory costing $1,200,000 which costs us around 
$700,000 a year to operate, and we run controls on the manufacture of 
our products at every stage. So that when our products go out, 
everybone knows, physicians particularly know, that when they pre- 
scribe this product to the extent that it is possible every possibility of 
human error has been eliminated. 

Senator Keravver. Let’s get it clear. The U.S. Government does 
maintain a Pharmacopoeia branch and all of these drugs must meet 
U.S.P. standards or they cannot be sold. Nysco meets U.S.P. stand- 
ards, you meet U.S.P. standards. I read the other day that one of 
the small drug companies had been in trouble with violation of the 
food and drug laws. None of the small companies that are going to 
present information here, such as Nysco, have been in violation of food 
and drug laws. That couldn’t mean that others haven’t. It doesn’t 
mean that some of the big ones haven't. 

Mr. Brown. Senator, I know the name of this firm. This is all I 
know about them, but I still ask these questions, and I feel that if the 
a is to be complete, this other information should be put in the 
record. 

Senator Kerauver. We will hear from them. We will get informa- 
tion from them. 

Dr. Buatr. Mr. Chairman, there are two questions, essentially, in- 
volved in the points Mr. Brown has raised. 

First, the issue of the research costs. Earlier an attempt was made 
to make an allowance for research costs of Schering by reducing their 
price to the druggist by the ratio of their total research expenses to 
their total sales, which had the effect only of bringing their price 
to the druggists from 17.9 down to 16.4 cents. 

As to selling and distribution costs, there is an issue as to the es- 
sentially and necessity of all of these selling and distribution expendi- 
tures. The question has been raised to this subcommittee in letters 
from the medical profession of whether it might be better for prices 
to be somewhat. lower as a result of reductions in distribution and 
selling costs. 

Now, that is a question which will be discussed later by members of 
the medical profession in the course of hearings by this subeom- 
mittee. 

Mr. Chairman, may we sum up with the next chart, which would be 
exhibit 6. 

Senator Keravuver. Let that be made “Exhibit 6”. 

(Exhibit No. 6 follows :) 
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Purchase price: $29,132,000 in March 1952. 
Source: Schering Proxy Statement, September 1957. 


Dr. Buatr. This reflects the remarkable profitability of the Schering 
Corp. since the time it was purchased from the Alien Property Cus- 
todian, that is the U.S. Government. 

It was seized in 1942 and operated under the Alien Property Cus- 
todian from 1942 until March of 1952. In March 1952 it was sold for 
$29 million to a syndicate headed by Merrill Lynch, Pierce, Fenner, 
& Beane. It will be noted from this chart that it took only 514 years 
for the profits made by Schering after taxes to equal, in fact more 
than equal, the purchase price paid for the corporation in 1952. 

In other words, the total cost of the corporation to the buyers in 1952 
had been more than recaptured in the short span of 514 years, which 
of course was made possible by these remarkable profit rates as a 
percent of net worth that have been shown in the preceding chart. 

Senator Kerauver. Mr. Brown, do you question any of these figures, 
that the profits after taxes when accumulated in 514 years was some 
$3214 million whereas the purchase price was $29 million ? 
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Mr. Brown. Senator, the purchase price I may say wasn’t specified 
by me. It was received by the U.S. Cerernmean, and the U.S. Gov- 
ernment put quite a load on the management when they sold it at 
that price. The U.S. Government was very happy in 1946 when the 
return on sales after taxes was 18.9 percent, and in 1947 when it was 
13.4 percent, and in 1948 when it was 13.3 percent, and in 1949 after 
we had undergone some very heavy competitive price reductions in 
the sex hormone business, it dropped to 11.6 percent, and then to 
10.8 percent and then to 8.9 percent. 

Now as I have pointed out, we have gone through a very unprec- 
edented and unusual experience, and the profits which we received 
after taxes are not a proper index of what can be expected unless 
and except insofar as we are able to bring through worthy new prod- 
ucts which will enable the medical profession or induce the medical 
profession to use our products for the alleviation of some disease. 

Senator Keravuver. Mr. Brown, you were with the FDIC for a 
number of years as I recall; is that correct? 

Mr. Brown. That is correct. I was General Counsel. 

Senator Kerauver. I would just like to ask you this as a matter 
of overall general public policy. Everybody wants Schering or any 
other company to make a reasonable profit. But as you say, there are 
these people who have to have these medicines, and many of them 
can’t get the medicines. Just as a matter of general public policy, 
don’t you think you are going a little too fast when you accumulate 
in 5 years $32 million whereas the corporation only cost $29 million ? 
Isn’t that going pretty fast? 

Mr. Brown. Senator, you speak as if we sat in a position where we 
were like a man on a canal regulating the flow of water in and out 
of a lock. 

We are sitting on a development which we can’t completely regulate 
at the time it occurs. This was an unprecedented development. Scher- 
ing was in an unusual position and we may go for many years before 
we will ever have a recurrence of this. - 

Senator Keravver. I just meant that as a matter of public policy, 
it seemed that during some of this time you might reduce the price 
of your medicines a little bit rather than trying to garner back more 
than the corporation cost in 5 years. 

Mr. Brown. There were a great many uncertainties hanging over 
our company. Let me point out to you that the development of a 
product which has such a sizable impact upon the sales of a company 
as small as we were at that time is of itself a hazard and these uncer- 
tainties influenced the management’s decision all the way through. 

Senator Keravver. All right 

Mr. Cuvumpris. Mr. Chairman, may I ask a question ? 

Senator Kerauver. Mr. Dixon has something he wants to ask. 

Mr. Drxon. Mr. Chairman, we have circulated another exhibit here. 

Mr. Cuumpris. Before we get to that 

Senator Kerauver. Wait just a second, Mr. Chumbris, what is it 
you wanted ? 

Mr. Cuumpris. Dr. Brown, could you show for the record what the 
profit was before 1952 when Schering was operated by the Federal 
Government under the alien property law ? 

Mr. Brown. Are you asking for the total ? 
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Mr. Cuumepris. Just so it will correspond with the chart that is 
before us. 

Senator Krrauver. Take 1942, when it was seized by the Govern- 
ment. 

Mr. Brown. Let metake 1951. The profit after taxes was $1,374,000. 
The profit before taxes was $2,859,000. 

Mr. Cuumepnris. I want the years before you took it over. 

Mr. Brown. Before the Government took it over ? 

Mr. Cuumeprts. You took it over when ? 

Mr. Brown. I have been president of Schering for over 15 years. I 
was president of Schering during the period of Government ownership. 

Senator Krrauver. He wants the profits before and after taxes from 
1942 to 1952, Mr, Brown. 

Mr. Brown. I can give those from 1944. I don’t have them prior to 
1944. In 1944 profit after taxes was $457,000. 

Mr. Dixon. What percentage of net worth was that ? 

Mr. Brown. I don’t have it computed in terms of net worth. 

I will have it computed if you wish it and bring it back this after- 
noon. 

Mr. Dixon. We do wish it, if you will bring it back. 

Mr. Brown. The return on sales was 7.3 percent. In 1945 the profit 
after taxes was $527,000 and the return on sales was 7.2 percent. In 
1946 the profit after tax was $1,842,000 and the return on sales was 
18.9 percent. 

In 1947 the profit after taxes was $1,392,000, return on sales was 
13.4 percent. 

In 1948 profit after tax was $1,591,000, return on sales was 13.3 
percent. In 1949, the profit after tax was $1,741,000 and return on 
sales was 11.6 percent. 

In 1950 the profit after tax was $1,735,000 and the return on sales 
was 10.8 percent. 

In 1951 the profit after tax was $1,374,000 and the return on sales 
was 8.9 percent. 

In 1952, which was the year we were sold, the net. profit after tax 
was $1,685,000 and the return on sales was 8.9 percent. 

Now, I would like to point out one thing: That in the year 1957 
for the first time Schering consolidated its international earnings and 
all of its subsidiaries with its domestic earnings, and also in the year 
1957 Schering merged with White Laboratories. 

Mr. Cuumpris. Mr. Brown, according to the chart shown by Dr. 
Blair, which is 8 percent of sales, you were doing less in 1952, 1953, 
and 1954 than when it was operated under the Government; is that 
correct, sir? 

Mr. Brown. Yes. 

Mr. Cuumpris. Secondly, when the Government was operating, did 
they have the miracle drugs that you have today or when was the year 
that you say you brought out most of your miracle drugs? 

Mr. Brown. The two products in question, which I don’t refer to as 
miracle drugs but which have been called miracle drugs 

Mr. Cuvumprts. Let’s use that term. 

Mr. Brown. They were certainly miracles insofar as Schering was 
concerned in the sense that they were extraordinarily able products, 
extraordinarily fine products, were brought out in February 1955. 
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Mr. Cuumpris. And would you say that those drugs were the reason 
for your profit from 1955 to 1959, the bringing of new products into 
the corporation ¢ 

Mr. Brown. The discovery of these drugs contributed substantially 
to the prestige of the company, and they contributed also substanti: ally 
to the sales, 

Mr. Cuumspris. What I am trying to bring out, are the facts relative 
today as under the Government operated corporation in order to get 
a true picture of your profits ? 

Mr. Brown. The company became an almost completely different 
company following the discovery of these drugs than it had been 
before. 

Mr. Cuumeris. And if you had operated at this level before you 
developed these drugs, it would have taken you 15 years to make your 
$30 million instead of five? 

Mr. Brown. It certainly would, yes. 

Senator Krrauver, Anyway, your percentage of profit to sales in 
1955 was 18 percent, in 1956 it was 19.4 percent, in 1957 it was 19 per- 
cent, in 1958 it was 16.6 percent. That is from the Federal Trade 
Commission and Fortune records. 

Allright, proceed, Mr. Dixon. 

Mr. Dixon. I think 

Senator Kerauver. I think it might be interesting to see how the 
overall drug industry is sharing in this profit picture, if you have a 
chart to show that. 

(Exhibit No. 7 follows :) 


COMPARISON OF RATES OF RETURN AFTER TAXES 
IN SELECTED INDUSTRIES, 1957 





PERCENT 
%, ° 5 10 15 
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OFFICE ASTORE MACHINES 15.5 
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Comparison of rates of return after tawes in selected industries, 1957 


Rate of return 
Industry (percent) 


Drugs 

Industrial chemicals 

Office and store machines and devices 

Motor vehicles. 

Flat glass, glassware (pressed or blown) 

Electrical machinery, equipment and supplies 

Engines and turbines 

Abrasives, asbestos and miscellaneous nonmetallic mineral products 
Soap, cleaning and polishing preparations 

Petroleum refining 

‘Tobacco products 

Blast furnaces, steelworks, rolling mills 

Dairy products 

NN NN an siesce hee eons ne mvp et cedars eee IS aha cee tron 
Tires and inner tubes 

All manufacturing 


Source: Industries, Federal Trade Commission, All Manufacturing, PTC-SEC Quarterly 
Financial Report for Manufacturing Corporations. 


Dr. Buatr. Mr. Chairman, the source of this chart is the Federal 
Trade Commission. The Federal Trade Commission regularly pre- 
pares tabulations showing profit rates of fairly narrowly defined in- 
dustries. ‘These appear once a year in a report called “Rates of 
Return for Selected Manufacturing Industries.” 

The significance of this report is that it is the only source of data 
for profits for industries that are narrowly defined, the so-called 3- 
digit industries of the Standard Industrial Classification, as con- 
trasted to the more usual type of data which are available for the 
more broadly defined 2-digit industries. 

The Federal Trade Commission makes this type of profit computa- 
tion in about two dozen industries, comprising over half of the assets 
of all manufacturing companies. Of the 25 industries for which 
these tabulations are made, the drug industry in the year 1957 had 
easily the highest profit rate, a profit rate on_net worth after taxes 
of in excess of 22 percent. 

We took the year 1957, since we thought it would be fairer for a 
comparison with other industries, than would be 1958, since some of 
the high profit industries such as automobiles were severely affected 
by the recession of 1958. 

These profit figures, then, show the relative standing of drugs 
contrasted to others of these industries in the reasonably normal year 
of 1957. 

Senator Kerauver. Do I understand all manufacturing means the 
entire Nation ? 

Dr. Brat. Yes, sir. The figure for drugs contrasts to a profit 
figure for all manufacturing, also secured from the Federal Trade 
Commission, of about 12 percent. 

Excuse me, correction, 11 percent. Now following drugs the next 
highest profit industry is industrial chemicals with a profit rate of 
16.2 percent as contrasted to the figure for drugs of 21.4. 

Office and store machines is third, 15.5, and motor vehicles is fourth 
with 15.5. 

The industries shown here are those of the 25 which had profit rates 
in 1957 higher than the average of all manufacturers. 
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Senator Keravver. All right, that is self-explanatory. Any com- 
ment ? 

Mr. Brown. Senator, I’m sorry I didn’t take economics more se- 
riously when I was going to college. 

Senator Keravuver. This is not economics. 

Mr. Brown. I don’t know. I didn’t know I was going to be ex- 
pected to comment upon matters of this kind. But T would like to 
make a few simple observations. One is that since the war the drug 
industry has come through a period of explosive development, and 
that explosive development has been the direct result of research in 
which this country has led the world. 

We have had the development of the antibiotics, the corticoids, 
tranquilizers, the antihistamines and a great many other compounds, 
and these are all very new things and they are the products of re- 
search which have pushed back medical horizons. 

It seems to me that it is perfectly normal that new things always 
command a good rate of return, and that this is part of the incentive 
economy in which we are living. 

Senator Keravuver. I agree with you, sir. Of course it is true that 
medical research has done a remarkable job. Yet other industries 
such as glass and motor vehicles spend a large amount on research too, 
just as youdo. The petroleum refining industry probably has a larger 
research expenditure than you do. So does the tire industry. All 
of these industries have large research programs, just as drugs do. 
They have had them for years, and we are glad they do. 

We are glad you spend a great deal on research. But just as a 
matter of public policy, Mr. Brown, isn’t 22 percent after taxes a 
pretty high profit? You once worked at the FDIC. You don’t know 
of banks that do anything like that, do you? 

Mr. Brown. Senator, I have here a publication entitled “News- 
front” which has a listing of the leading oS. corporations, the sales- 
profit ratio is 10 percent or over and it has this heading: 

Banks financial institutions averaged highest sales to profit ratio. Mass 
retail distribution industries the lowest. Utilities, cement, oil rank high, heavy 
industry low. 

Senator Keravver. I’m just asking you this as a matter of policy. 
When you get up to 22 percent after ‘taxes, that is 44 percent before 
taxes. Your percentage was a little higher than that, wasn’t it? Your 
percentage on net worth in 1957 was 34.56, in 1958 it was 23.2, and in 
1955 it was 46.9. 

Mr. Brown. We went over our peak, Senator, and we are coming 
down, as I have pointed out several times in my testimony. 

Senator Keravuver. What do you think about the public policy in 
relation to profits like this? When the product you are dealing in has 
to be sold to a captive market, there is nothing people can do about it. 
is 3 have to buy these drugs. 

r. Brown. Senator, I have just—you have just pointed out or 
rather Mr. Blair just pointed out that some of these drugs are avail- 
able from other suppliers at different prices, but these other suppliers 
so far as I know are not doing the things that our company is doing 
or that other companies such as ours are doing in the drug industry. 

Senator Kerauver. All right. 
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We will stand in recess until 2 o’clock. z 
(Whereupon, at 12:25 p.m. a recess was taken until 2 p.m. of the 
same day.) 
AFTERNOON SESSION 


Senator Kerauver. The committee will come to order. 

Senator Wiley will be here in just a few minutes but he suggested 
that we go on and get started. 

I want first to clarify the record. I said this morning that Scher- 
ing had purchased 440 pounds of prednisolone from Upjohn in 1958. 
I find that was an error. According to your own figures, it was 440 
pounds of cortisone that was purchased by Schering from Upjohn in 
1958. If any of this is not correct, you speak up, Mr. Brown. 

Mr. Brown. Could you give me just a minute, Senator, because I 
will have to get some papers out here to compare these. 

Senator Kerauver. These figures are taken from reports by your 
company. 

Mr. Brown. I thought you were asking me to verify these. 

Senator Kerauver. No. I say if you have any other recollection 
about it, speak up, but I want this reflected in the record. I said this 
morning in colloquy that Schering had purchased 440 pounds of pred- 
nisolone from Upjohn in 1958. That was an error. It was 440 pounds 
of cortisone that was purchased from Upjohn in 1958, according to 
Schering’s figures. 

It might be well to state at this time, according to the records we 
have subpenaed, what the total production of cortisone in 1958 was 
by companies: Schering, 1,393 pounds, 33 percent; Upjohn, 1,200 
pounds, 28 percent; Merck, 1,623 pounds or 38 percent. 

On prednisone in 1958, according to the subpenaed records we have, 
Schering produced 1,206 pounds or 89 percent; Upjohn, 25 pounds 
or 2 percent; Merck, 127 pounds or 9 percent, for a total of 1,358 
pounds. 

In hydrocortisone and prednisolone, the production is as follows: 
Upjohn in 1958, 2,504 pounds or 39 percent; Pfizer, 1,770 pounds or 
28 percent; Merck, 2,067 pounds or 33 percent, for a total of 6,348 
pounds. 

According to this, Schering does not make hydrocortisone or pred- 
nisolone. 

Mr. Brown. Did I understand you to say that Schering does not 
make prednisolone ? 

Senator Kerauver. According to 1958 figures that you have sub- 
mitted to us, you did not produce any during that time. 

Mr. Brown. We have produced it. I don’t happen to have the 
figures. I can’t verify what you are reading from, Senator. I would 
like to as soon as we have a copy of the record, to have an oppor- 
tunity of checking these figures, and if we find any error, why we will 
call it to your attention. 

Senator Krrauver. You may do so, This is from your report. 

Mr. Brown. If it is from our report I am sure it is correct. 

Senator Kreravver. According to the other report on prednisolone, 
the production by Upjohn was 1,278 pounds or 45 percent; Pfizer, 606 
pounds or 22 percent; Merck, 931 pounds or 33 percent, for a total of 
2,858 pounds. During 1958 according to your records submitted to 
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us, you produced no prednisolone, but you purchased 715 pounds 
from Upjohn. 

Mr. Peck has some clarifying questions he wanted to ask at this 
time. 

Mr. Prec. The first question is for Dr. John Blair. With refer- 
ence, Dr. Blair, to the chart over there on the easel showing several 
different industries, the first industry is identified as “Drugs.” 

I would like to know what the drug industry includes here? 

Does it include ethical and other drugs or does it include such 
things as toothpaste and other things sold at drugstores ¢ 

Dr. Buair. It includes what the Federal Trade Commission defines 
it to include. I believe that the Federal Trade Commission includes 
in that industry most of the largest ethical drug producers as well as 
some of the proprietary or over-the-counter drug companies. 

There are 12 firms included by the Federal Trade Commission in 
its coverage of that particular industry. The principal firms are 
Abbott Laboratories, American Home Products Corp., Eli Lilly & Co., 
Merck & Co., Inc., Parke, Davis & Co., Inc., Chas. Pfizer & Co., 
Inc., Rexall Drug Co., Sterling Drug, Inc., and Warner Lambert Phar- 
maceutical Co. In order to provide broader coverage, the FTC, at 
our request, has enlarged the group by adding to it about an equal 
number of other major drug producers. 

Mr. Peck. But the information you have, Dr. Blair, does not per- 
tain to products. It merely mentions manufacturers. 

Dr. Buair. That’s right, sir, It includes the profit figures for the 
corporation as a whole. We have asked the companies, the 20 major 
drug companies, to provide us profit figures which will represent only 
their drug operations, which would in other words show separately 
the profit figures for Squibb, for example. 

However, some of the companies have not as yet filed this informa- 
tion with the subcommittee so we are unable to compute at this time 
these figures for drug operations alone. 

Mr. Peck. Then is it fair to say, sir, that the statistics shown on 
this chart, which is now a part of the record, are not definitive but are 
are still subject to interpretation and limitation ¢ 

Dr. Buarr. All figures are subject to interpretation, Mr. Peck. 
These figures are the overall profit figures of companies whose princi- 
pal line of business is drugs. 

Like practically all corporations, they also produce other things 
as well perhaps, but their principal line of business is drugs and I 
think in most cases it is ethical drugs. 

Mr. Pecw. Thank you, Dr. Blair. 

Now, Mr. Brown, would you say that the major portion of your 
company’s production is in the steroid field ? 

Mr. Brown. It is the largest single item, but it would not be com- 
paring dollar volume of sales, it would not be more than 50 percent 
of the consolidated fields, 

Mr. Peck. Approximately 50 percent. 

Mr. Brown. Would not be more than that. What I said was it 
would not be that much. 

Mr. Peck. Would not be? 

Mr. Brown. 50 percent. 

35621—60—pt. 14-4 
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Mr. Peck. Would not be 50 percent. Does the subcommittee, Mr. 
Brown, understand correctly that the prices which you put upon your 
products are prices which are sufficient to permit your company to 
continue its research, its quality control, and other activities so that it 
can remain a constant producer of drugs? 

Mr. Brown. I am not sure exactly what the committee understands, 
and I would like to point out of course that I am not an economist. I 
haven’t had any opportunity to study these charts. I received only a 
very brief direction that I should be prepared to answer questions on 
the reasonableness of prices, on the patent matters and on litigation 
and also that I should be eamecne' to answer other questions, but 
they were not specified. Obviously these charts have been some time 
in eee and if I had had an opportunity to study them, I 
could probably comment upon them more intelligently. For example, 
several percentage figures have been used here. 

One is this so-called thousand percent markup, and this has been 
contrasted in my mind with the 16 percent return that I have been 
asked about on the sales of the company as a whole. 

Now the fact that we derive a net profit of 16 percent on sales 
clearly shows that the thousand percent markup argument is mislead- 
ing and valueless. We do not apologize for the 16 percent return. 

In the first place, it is less than Schering made in 1946 when we 
were under Government control, and it is less than other representa- 
tive companies are currently making not only in the drug industry, 
but outside of the drug industry. 

We are a part of an industry and must live according to the stand- 
ards that prevail. 

The 16 percent was made under what I have already described as 
unusual circumstances which may not and probably will not reoccur. 
It came as the result of a development in research which was 
unusually favorable, not only for our company but, in my opinion, 
for the drug industry. 

No other industry has the uncertainties that hang over it, that hang 
over the drug industry, where as I have pointed out, a single article 
can put the death knell on a product that you may have been selling 
very handsomely up to that point. 

Moreover, Sd percentage of sales has already started down- 
ward. As I have pointed out, there is the factor, which enters into the 
return for 1957 and 1958, that we changed, the company’s whole oper- 
ations were changed, as a result of its merger with White Laborato- 
ries, and moreover, as the result of a determination, based on the 
advice of our accountants and the general practice in business today, 
to consolidate foreign earnings with domestic earnings. So that 
these figures have been distorted to this extent : 

_ They are representative figures, true figures, insofar as the account- 
ing is concerned, but for purposes of comparison, they may be 
slightly misleading. 

This brings us back to the two concepts which I don’t think I have 
made particularly clear to this committee. One is that research and 
other unusual expenses in this industry cannot be allocated product 
by product. The other is, as I pointed out this morning, that losses 
must be borne when they are taken, and they are taken repeatedly, 
by the successful products. 
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Mr. Pecx. Mr. Brown, your most recent statement actually is the 
answer to the question I had in mind concerning the allocation of costs 
of all types to the products you sell. 

Mr. Brown. It is part of our total revenue, and the total revenue 
is the source out of which we pay our total expenses. 

Mr. Peck. If you will pardon the interruption, please continue 
the way you were, Mr. Brown. I just wanted to have the record be 
clear. 

Mr. Brown. In other words, what I wanted to say is we can’t re- 
coup a loss out of unsuccessful or breakeven products, any more than 
you can pay research on it. 

The quality control which we do may be considered unnecessary. 
For example, if the product is picked up by the inspectors of the Food 
and Drug Administration and it checks out all right, no one knows 
what quality control may have gone into it. But this is an added 
precaution which companies such as ours, and specifically our com- 
pany, have laid great emphasis upon. 

The Commissioner of Food and Drug spoke at the dedication of 
our quality control laboratory and pointed out that this would be the 
answer to the dreams of some of the people in the enforcement of the 
food and drug laws, and that it was the type of thing that prevented 
happening in this country what recently has happened in some for- 
eign countries which he cited; namely, a mixture of dusting powder 
used on babies turned out to have poison in it, and a number of babies 
in France died as a consequence of it. 

Well, the question is, how much can you afford to pay for this type 
of thing, and how important is it to the person who gets the product 
to know that this type of special control has gone into protecting what 
has already been done carefully ? 

But you prove that you not only did it carefully, but you prove that 
what you did was what you set out to do. This is the essence of 
quality control. 

This isn’t done so much for merchandising purposes. It is done for 
the additional protection of the public. 

The new and successful products must pay much more than their 
share of these costs, including the amounts which were spent on the 
development of other unsuccessful, or barely ‘successful, products. 

And, in addition, the new and successful products must provide for 
future research and for loss contingencies, because, as I have indicated 
before, we plan our research on a continuing basis, ever-expanding 
basis, not on a start-and-stop basis, and we must have sources of reve- 
enue out of which to pay for these expenses in case current earnings 
do not warrant it. And there is no other source of revenue out of 
which they can be paid. 

Without good prices on the best products, research and all of the 
other things that we endeavor to do would be meager, and ultimately 
the public and the public’s health would suffer. 

Now, I would like to ask, Mr. Chairman, if we can have an oppor- 
tunity to study these charts and compilations which have been shown 
me by surprise today, and then answer them either personally or in 
writing. 
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Senator Kerauver. Just a minute, Mr. Brown. These charts on 
profits are well known to everybody. They were prepared by the 
Federal Trade Commission. They were published in Fortune 
magazine. 

You have been in business for a long, long time, and I don’t like 
for you to say that this is a great shock to you that your company is 
making 22 percent after taxes. You have known that; you have 
known the industry has been making high profits. 

If you want to take exception to the fact that you buy prednisolone 
from Upjohn and put it in a tablet for $2 a thousand so that _~ come 
out with a final price of 1.6 cents per tablet, if you want to take excep- 
tion to that, then just tell us what your price is. 

Mr. Brown. Senator, I want to take simply the general exception 
that the steel in this watch which I am holding in my hand is not a 
proper index of the value of the watch, and that is exactly the 
analogy to be applied to the situation of our finished products in 
relation to raw materials. 

Senator Krrauver. You are talking about a raw material. I am 
talking about a finished product. 

You don’t mean to suggest that Upjohn, in selling a finished prod- 
uct, would sell an improperly produced finished product, and you 
wouldn’t buy one that wasn’t. Upjohn has a good reputation, and 
when they sell you prednisolone for $2.37 per gram, they have met 
U.S.P. specifications, I am certain you wouldn’t say that that is not 
a good product. You wouldn’t buy it if it wasn’t. 

Mr. Brown. We run it through our quality control, Senator, 
whether we buy it from Upjohn or regardless of who we buy it from. 

Senator Keravuver. I imagine Upjohn does the same thing. 

Mr. Brown. I am sure that they do, and Upjohn is a very respon- 
sible and reliable company. 

Senator Krrauver. If you object to the calculations—and we have 
taken the middle cost of the tableted product in order to arrive at 
the 1.6 cents cost per tablet—if you object to that, just tell as what 
it. does cost you. 

Mr. Brown. All I say, Senator, is that to use a thousand percent 
markup to me is kind of a headline item, when the figures show that 
on the overall company return we get only 16 percent. 

Senator Keravuver. But, sir, certainly your experience and your 
ome record would show that the gains on your successful products 
1ave far outweighed the losses on your unsuccessful products. 

Mr. Brown. Of course, Senator; we are a business organization. 
How long do you suppose that I would be in this business, or the 
management would be running this business, if we didn’t make a 
profit? It is the same thing that—you wouldn’t be sitting there if 
you hadn’t received 51 percent of the votes in your community. 

Senator Keravver. I hope I will continue to receive 51 percent. 

Mr. Brown. I hope you do, Senator. 

Senator Keravuver. Thank you. 

You have undertaken to justify your apparently very high price 
of prednisolone. You haven’t shown any basis, in my opinion, for 
questioning the 1,118 percent markup on this tablet, when you pre- 
sented the idea that you have to consider your drug production on 
an overall basis and that you are not making very much money on 
some of the others. 
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Just what drug is it that you sell at such a great loss? 

Mr. Brown. Senator, I don’t want to go into the question of what 
profits we make on what particular drug, because this gets into the 
question of the profit margin on a particular item, which is a very 
important trade secret for us. 

Senator Kerauver. You make only five products. You say that 
you have to make a big profit on prednisolone in order to make up 
your losses on some others. 

Now, just where is the big bargain that you have on some other 
drugs? 

Mr. Brown. What I said, Senator, was that we work on the basis 
of overall averages. We do not work on the basis of uniform markup 
on the basis of cost of raw materials. 

Senator Krerauver. We will get to what you charge on some other 
drugs a little later on, but I found none that you make a lower profit 
on than you do on prednisolone. 

Mr. Dixon. Mr. Chairman, on that point, I think right now is the 
time to ask this. 

Mr. Brown. You sell a generic product that is called estradiol 
progynon. You sell it under the trade name of Progynon. 

Mr. Brown. That is correct. 

Mr. Dixon. Would you pronounce it for me? 

Mr. Brown. “Progianon” (progynon) and “estradial” (estradiol) 
is the way we pronounce it. 

Mr. Drxon. Progynon. 

Mr. Brown. It is pronounced in many different ways, but we pro- 
nounce it “progianon.” 

Mr. Drxon. In 1958, you purchased it from Roussel—Roussel is a 
French drug firm—at $3.50 per gram. Your 0.5 milligram tablets in 
bottles of 60’s cost the druggist $8.40. The fair-trade price, or sug- 
gested price, to the consumer is $14, Thus, what goes into this bottle 
is three one-hundredths of a gram, or a cost to Schering of 11.7 cents. 

Now, the markup from 11.7 cents to $8.40 is 7,079 percent. 

Mr. Brown. You seem wedded to a question of percentage. We are 
dealing with packages, and we are dealing with the cost—— 

Senator Kerauver. Mr. Brown, just tell us whether that is true 
or not. 

Mr. Brown. This gentleman has the figures. He has got his own 
mathematics there. 

Mr. Drxon. They came from your company. You gave them to us. 

Mr. Brown. Then they speak for themselves. 

Senator Krrauver. You mean you admit you are making this 
markup of 7,079 percent on estradiol ? 

Mr. Brown. Senator, you say, “do I admit that I am making a 
markup of that kind?” I have spent considerable time this morning 
trying to explain that we have a total operation, and this total oper- 
ation consists first, on one side, of selling products, and on the other 
side, of doing things, and the things that we do are a composite 
group of things, and they consist not only of manufacture, but they 
consist of informational work, of development work, of research 
work, of informing the medical profession concerning what we do, 
advertising, and it, of course, consists of profit, and the profit figures 
are the ultimate measure of what we have done. 
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Senator Kerauver. The markup is from 11.7 cents—or a little over 
11 cents—to $8.40. You did no research on this drug; you bought a 
finished product from Roussel. All you did was put it in a tablet, 
put it out under your name and sell it at a markup of 7,079 percent. 

Mr. Brown. What is the basis for your statement, Senator, that we 
did not research on this? 

Senator Kerauver. According to your records, you just bought the 
product from Roussel; you didn’t develop estradiol. 

Mr. Brown. Well, it so happened that Schering Corp. and its 
parent were the companies that developed estradiol. 

Senator Kerauver. That was done by the German part of your 
company. Your American company didn’t develop that. 

Mr. Brown. Our company certainly did extensive research in this 
filed and is still doing research in this field. 

Senator Kerauver. But what you were selling, though, was some- 
thing you were buying directly from Roussel in France. 

Mr. Brown. In this instance we bought a raw material from Roussel 
similar to the raw material that I cited in this letter from the Eco- 
nomic Corp. this morning, and we put it into a finished product, and 
we sold this finished product. We maintain stocks of this finished 
product in the trade. It is available for any physician who wishes to 
prescribe it, and a great many of them do prescribe it. 

Senator Kerrauver. What is the public going to think about a 
markup from 11.7 cents to $8.40, which finally costs the customer $14? 
What do you think about it ? 

Mr. Brown. I think, Senator, that it has to be viewed in the light 
of what the overall objectives of the pharmaceutical industry are and 
the overall objectives are to push back—may I ask, Senator, when I 
am testifying, I am doing my best here to testify, if Mr. Blair could 
restrain himself from exhibiting amusement at what I am saying. 

Senator Keravuver. I am sure he wasn’t. 

Mr. Brown. He was very obviously doing so, and I think it is a 
discourtesy which is unbecoming a hearing of this kind. 

Senator Kerauver. We apologize if anybody has been discourteous 
to you. They haven’t intended to, Mr. Brown. 

{r. Dixon. We have another example, Mr. Chairman, similar to 
estradiol, on a product called ethinyl estradiol which is also used in 
female disorders. You buy it from Roussel at $5.54 per gram. You 
sell it under the trade name of ethinyl estradiol. A bottle of 100 tab- 
lets, each containing 0.5 milligram, sells to the druggist for $8; the 
fair-trade price or suggested price is $13.35 to the consumer. Each 
bottle contains 50 milligrams or 149 of a gram. Thus, the material 
cost. is about 28 cents. Here we have the markup of 28 cents to $5, 
which we figure in terms of percentage as 2,757 percent. 

Mr. Brown. What am I expected to say? I have repeated a num- 
ber of times that we are engaged in an overall operation. 
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Mr. Drxon. You have said they were reasonable prices. 

Mr. Brown. I beg your pardon ? 

Mr. Drxon. You said on page 10 of your statement, with reference 
to a person who was incapacitated, that a cost of 30 to 60 cents a day 
seems to you to be pretty reasonable. 

Mr. Brown. When I spoke of a cost of 30 to 60 cents a day, I was 
talking about prednisone and prednisolone. 

You are now citing this in relation to estradiol or ethiny] estradiol 
which is used in female menopausal disorders. That is a very potent 
drug, and there are a great many products which are available to 
the medical profession for treating this. There are all sorts of estro- 
gens, including a great many synthetic estrogens, and the price 
structure of these products ranges over various levels. 

Senator Kerauver. Mr. Brown, what I can’t understand is that 
small companies buy the same product from Roussel and sell it for 
$2 to $3; you sell it for $8. 

Mr. Brown. Senator, the small companies, as I tried to point out 
this morning, so far as I know are not engaged in the kind of service 
that we are engaged in. 

Senator Keravuver. You don’t do any more to it than they do, You 
just buy it, put it up and sell it; they buy it, put it up and sell it. 

Mr. Brown. I don’t do any more to this than they do, but I do a 
great many more things in our company than they do. 

Mr. Dixon. You engage in a great deal of detailing and present a 
lot of information and do a lot of selling to the doctors, which they 


don’t do. Isn’t that so, Mr. Brown ? 


Mr. Brown. Of course we do. 

Mr. Drxon. Is that one of the principal differences between the 
large and small companies ? 

Mr. Brown. This is one of the differences but do I have to again 
mention that we do research ? 

Senator Keravuver. We are talking about a product that you buy 
from Roussel. Do you think, honestly Mr. Brown, that this is a fair 
and reasonable markup ? 

Mr. Brown. Senator, this is a very almost insignificant part of our 
business. 

Senator Keravver. It is a very important part. 

Mr. Brown. It isnot an important part of our business. 

Senator Keravuver. I know it is very important to somebody who 
needs it. It is very important to the patient. What is your honest 
opinion about it? 

Mr. Brown. Senator, I have given you my opinion about it. 

Senator Keravver. All right, Mr. Brown. 

Mr, Drxon. Mr. Chairman, we have distributed another exhibit. I 
would like to ask Dr. Blair to explain this exhibit which I ask be 
marked as “Exhibit 8” for the record. 

Senator Kreravver. Let it be made exhibit 8. 
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(Exhibit No. 8 follows:) 


Corticosteroids—Prices to druggists: 1 gram, 1954-55 to 1959-60 


Schering Merck Upjohn! 


Cortogen Cortone Cortisone 


Cortisone acetate: 2 
1964-55... ..--. $5. 48 
hen cw dsn cu cskagndaniwsewedendweew (3) 5.48 
1956-57_ $5. 48 5. 48 
1957-58 _ - 3 d 5. 48 5. 48 
5. 48 
5. 48 


Hydrocortone Cortef 


Hydrocortisone: 4 


SE ke vudbade>andvacddccdiadvctasueoskaly pcddakhdniened $8. 52 $8. 57 
a diss ls edn 0h rn ths ica rg pie eDiaeb a ato . 50 5 


1956-57... ..-- ° 7.99 


9! i . 7.99 
1958-59... ...- > 7.99 
1959-60 3 : ‘ 7.99 


Meticorten | Deltra and Deltasone 
and Meti- Hydeltra and Delta- Sterane ¢ 
cortelone Cortef 


Prednisone and prednisolone: 5 
1954-55_- 
1955-56_ 
1957-58 
1958-59_ 
1959-60 _ - 


! When purchased directly from Upjohn. 

225 mgm. tablets, 40 in bottle (total: 1 gram). 

3 Prices on request. 

420 mgm. tablets, 50 in bottle (total: 1 gram). 

55 mgm. tablets, 200 in bottle (total: 1 gram). Price per 100 doubled. 
6 Pfizer sells prednisolone only. 


Source: ‘‘American Druggist Blue Book”’ for years indicated. 


Mr. Brown. May I ask what exhibit this is? There were several 
given to me. 

Dr. Buatr. Cortical steroids. Mr. Chairman, this table summarizes 
the price to the druggist for the 4 major cortical steroids, cortisone, 
hydrocortisone, prednisone and prednisolone for the period 1954-55 
to 1959-60. The price is expressed in terms of 1 gram. 

Underneath the name of each of the companies is given the trade 
name for that particular product. It will be noted, for example, that 
under Schering opposite prednisone and prednisolone will be found 
the trade names Meticorten and Meticortelone. The source is the 
American Druggist Blue Book for the years dated. With the ex- 
ception of the years 1954-55, and 1955-56 for cortisone and hydro- 
cortisone, the prices for each of these major companies selling these 
products are identical. There is no difference from 1956-57 through 
1959-60 for cortisone as among the prices quoted by Schering, Merck, 
and Upjohn, 

There is no difference during that period among prices quoted by 
Merck, Upjohn, and Pfizer for hydrocortisone, a product not sold by 
Schering, and there is no difference during that 4-year period in the 
prices quoted for Schering, Merck, Upjohn, and Pfizer for prednisone 
and prednisolone. 
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Mr. Dixon. Mr. Brown, as outlined in your statement, Schering 
was largely responsible for the development of prednisone. In 1957- 
57, prednisone was priced at $35.80 for a bottle of 200, which is the 
amount that equals 1 gram, and that was the same price at which 
that your competitors Merck, Upjohn, and Pfizer sold their product. 
What is your explanation for that identity in price? 

Mr. Brown. I can only explain what I know, and this has to do 
with our pricing. We established this price after very careful con- 
sideration. We were faced with a need for competing with cortisone 
and hydrocortizone which had already established a price structure 
after a very considerable decline from the time that the first product 
was introduced after the early research announcement. 

As I pointed out in my statement, cortisone had reached a point 
which for us was in the judgment of our management, unprofitable, 
and we had required quite a period of time before we were able to 
bring the cost of this product into line. 

When we brought out Meticorten therefore we were confronted 
with a need for competing with the existing price, and we priced 
this at a level where we felt it would compete, bearing in mind its 
increased therapeutic ratio by comparison with cortisone and 
hydrocortisone. 

Mr. Dixon. So when you brought out this product, you established 
your price at a considerably higher level than the price at which 
cortisone and hydrocortisone had been sold, but you did it on the 
basis that you 

Mr. Brown. We had to be competitive. 

Mr. Dixon. Did you feel you had to be that competitive by estab- 
lishing that much difference in the price? 

Mr. Brown. Well, the ratio of activity was something like 5 to 1, 
and the cost of manufacturing to us was considerably more than the 
cost of manufacturing cortisone which we had not licked at that point. 

Mr. Drxon. You are speaking of potency now, in referring to a 5 
to 1 ratio? 

Mr. Brown. That is correct, yes. 

Mr. Dixon. Is it your statement that to get more potency, the cost 
is that much higher ? 

Mr. Brown. When you make a different compound, you have a dif- 
ferent cost structure. 

Mr. Dixon. I would understand that, but is there that much dif- 
ference? Is that your testimony? 

Mr. Brown. I don’t think that you want to ask me what the exact 
difference was. 

Mr. Drxon. No, but I want you to give me a statement whether 
there is that much difference. 

Mr. Brown. If you ask me what the degree of difference is, you 
are asking what the relationship of cost of the manufacture of one 
is to the cost of manufacture of the other. 

Mr. Drxon. I don’t have to publicize your competitive situation be- 
cause I am not asking you for what it cost you. I am merely asking 
you whether it was slightly more or was it considerably more. 

Mr. Brown. At the time we established the price on Meticorten— 
and incidentally there, these prices are prices which do not disclose 
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the discount that we give to the trade, the $35.80—the cost was con- 
siderably more. 

Mr. Dixon. What is this discount you give to druggists ? 

Mr. Brown. We give to druggists who buy directly from us a 15 
percent discount, and we give to the wholesaler a 20 percent discount, 
and we give Z percent cash discount to the trade. 

Dr. Buair. Mr. Brown, that same discount has been granted over 
each of these years, has it not? 

Mr. Brown. Yes, sir. 

Dr. Buair. So that it would not affect the trend of price over the 
time period shown ? ‘ 

Mr. Brown. We changed our discount at one point. I don’t think 
it affected these prices. : 

Dr. Buarr. And your other large competitors give the same 
discount ? , 

Mr. Brown. I don’t think any of them give exactly the same dis- 
count that we do. I can’t answer this right offhand. The discounts 
are quite variable in this industry. 

Dr. Bua. Are you saying, then, that your price is lower or higher 
than those of the other producers shown in this table? 

Mr. Brown. I really can’t answer as to what that discount is off- 
hand. I have to consult my associates to find out. 

Dr. Bratr. If their discount structure were the same as yours, 
then of course the comparison, the identity of price would be 
unaffected ; is that correct ? 

Mr. Brown. If the two things are the same they are the same. I 
can’t answer this right offhand. 

Mr. Drxon. Let’s go back up to the top of exhibit No. 8, on corti- 
sone acetate, under your product Cortogen, in 1956-57, you offered 
to sell it at $5.48. That is the same price that Merck and Upjohn 
were selling their cortisone products. Why was it necessary for you 
to adopt that same price? 

Mr. Brown. For competitive reasons. There were a number of 
price reductions, and at several stages the discounts were different 
on this, and aseries of price reductions occurred. 

Mr. Drxon. In other words, you are stating that the competitive 
prices of your competitors had a bearing upon your decision to 
establish that price? 

Mr. Brown. I didn’t understand your question. 

Mr. Drxon. Are you stating that the competitive pricing of the 
similar product by Merck and Upjohn was a factor that you took into 
account when you adopted that price? 

Mr. Brown. Well, we didn’t adopt this price. We adopted a much 
higher price, and then there were a series of price reductions which 
we were compelled to meet for competitive reasons. 

Mr. Dixon. Coming back down to the bottom of exhibit No. 8, 
under prednisone and prednisolone, none of your competitors, accord- 
ing to our information, has offered to sell it for less than $35.80, nor 
ave you. 

What does competition have to play in that type of pricing ? 


Mr. Brown. I am accepting your figures as being correct, sir. 
Mr. Dixon. Yes, sir. 
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Mr. Brown. And I assume that they are correct. Schering Corp. 
was the first to introduce Meticorten and was the first to introduce 
Meticortelone, and it priced its product. Thereafter the competitors 
came out at different times and they priced their products. 

Dr. Buatr. Mr. Brown, I think that one of the questions raised by 
this table has to do with the passing on of the benefits of technological 
progress to the consumer. 

ou have indicated that your discount structure was the same over 
time with the — of this one change, so that presumably the 
prices shown here for your company would reflect at least the trend 
of prices over the period of years shown in the table. Now your 
annual reports and other statements frequently contain references 
to installations of new plant facilities, to improvements of methods 
of production, to the obtaining of higher yields, to the securing of 
the efficiencies and economies that one would normally associate with 
a progressive energetic company. 

Mr. Brown. Would you want to call my attention to some of these 
references so that I can know specifically what you are referring to? 

Dr. Buarr. They are to be found, for example, in your annual 
report for 1958. 

r. Brown. Just a minute until I get my copy. What page are 
you referring to? 

Dr. Buarr. I am referring to page 18, you are talking about—— 

Mr. Brown. What page? 

Dr. Buatr. Page 18 of your report for 1958. This is just an ex- 
ample. There are many others, and these of course are statements 
for which you are to be commended. 

This is the type of progress one associates with American enterprise, 
finding new and different ways of introducing better products more 
cheaply. 

You refer to the establishment or construction of a new biological 
laboratory that permits study and small-scale production of anti- 
biotics and steroid transformations. A control laboratory will be 
completed which will allow the study of improved methods for analy- 
sis of product quality. 

You are going to equip a facility at Cambridge, Mass. You have 
acquired a facility or renovated and occupied a chemical research 
building. 

You renovated and are building a new building. You acquired 
American Scientific Laboratories with extensive research facilities. 

Now all of that is just by way of raising this question, Mr. Brown 
if you have secured these economies in the production of these cortical 
steroids and the other products, why haven’t these economies been 
manifested through a reduction in your price ? 

Why have you held to the same price for prednisone of $38.50 for 
the last 4 years? 

Mr. Brown. I don’t see anything in what you have read that says 
anything about our having effected economies. On the other hand, 
I see very definitely that we have increased the overhead load on our 
entire operation by the construction of these facilities. 

Moreover, the microbiological laboratory, which is referred to here, 
and this report was sent out in March 1959, was scheduled for com- 
pletion in the spring, and I may say to you that we only recently have 
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been able to utilize those facilities because it takes a long time to shake 
down a microbiological operation. So when you speak of economies, 
I fail to see the reference that you cited. 

Senator Krerauver. Mr. Brown, I think the point is that usually 
when a product is first brought out, it sells for a high price, and then 
as you learn better how to manufacture it and have a more efficient 
operation, the price usually comes down, as occurred in the case of 
aluminum, copper and many, many other products that we have re- 
ferred to. So one would wonder why, in the case of cortisone acetate, 
the price of some of the companies has been the same for at least 4 
years. Yours has been the same for 4 years. And hydrocortisone 
has been the same price for 4 years. Prednisone and prednisolone 
have been the same for 4 years, since it has been brought out. 

Haven’t you effected economies in the method of manufacture of 
these products ? 

Mr. Brown. As I pointed out this morning, Senator, there were a 
great many uncertainties hanging over this product from the very 
beginning, and this has affected our course of action and our sales of 
the cortical steroids are sharply down from what they were. 

We are researching to find even better products now. We are just 
about to liquidate a project on which a lot of money has been spent 
on a collaborative basis with another company to find a better cortical 
steroid, and we failed, and the search goes on. 

Senator Kerauver. Can you say specifically whether your costs of 
manufacturing these particular products have gone down over a 
period of years as you have become more efficient in their manufacture ? 

Mr. Brown. The cost. of manufacture may vary, but in general the 
cost of manufacture would tend to go down as your quantity of 
product goes up. And we are ona declining sales curve at the present 
time, and we are therefore on a declining production curve. 

Senator Keravuver. I have never understood this kind of a competi- 
tive system. I know we have had’it explained to us in steel and in 
other industries. But here you, Merck, Upjohn, and Pfizer are sup- 
posed to be in competition with one another. You brought out Meti- 
corten, prednisone, and prednisolone. 

How is it, if you want to be really competitive, you don’t lower your 
price to get more of the business? You are the originator of predni- 
solone and you are setting the price. 

Mr. Brown. You mean to get more from a competitor? 

Senator Krrauver. I mean to get more business for yourself. 

Mr. Brown. Senator, we can’t, as I pointed out this morning, we 
can’t put two sick people in every bed when there is only one person 
sick. 

Senator Krravuver. I know, but the problem is that we want to get 
cheaper medicine in that one house where one person is sick. 

What would you have done if Merck had offered to sell their Deltra 
product at $25? Would you have gone down? 

__ Mr. Brown. Senator, in this industry you don’t sell your product 
if a company of equal standing has a lower price, so you have to meet 
their price. 


: Senator Keravuver. So had Merck gone down, you would have gone 
own? 
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Mr. Brown. We would have been forced to go down, just as we were 
forced to price our product in competition with cortisone and hydro- 
cortisone when we first brought it out. 

Senator Kerauver. In the case of prednisone, you are the dominant 
company in the market, according to the figure I have here. You 
make 89 percent of it, Upjohn 2 percent, and Merck 9 percent. So 
you are the price leader in that field. 

Mr. Brown. I don’t know what you mean by price leader, Senator. 

Senator Kerauver. I mean you fix the price and keep the price. 

Mr. Brown. We determine our price within our company only. 

Senator Kerauver. You were the first company to announce it and 
the others have followed you price, and you never changed yours. 

Mr. Brown. I beg your pardon? 

Senator Kerauver. I say you were the first one to announce it. 
You set. your price. The others followed you and you have never 
changed your price. 

Mr. Brown. We originated the the product. We priced our prod- 
uct. We announced our price. These prices become generally avail- 
able to anyone after they have once been announced, and presumably 
the other people decided to price theirs on the same basis. 

Senator Kerauver. With your company doing 89 percent of the 
business in prednisone, would you be able to sell it a lower price 
than another company which is doing only 2 percent of the business? 

Mr. Brown. We wouldn't be able to do any more, I don’t think, at 
a lower price, Senator. 

Senator Kerauver. All right. 

Mr. Cuumpris. Mr. Chairman, may I ask one question ? 

Senator Kerauver. All right, 

Mr. Cuumeris. Mr. Brown, a moment ago Mr. Dixon used an 
example of a drug that costs you 28 cents and you are charging $8. 
Let’s assume in general, as the facts show by the chart, that you are 
operating at a profit of 16 percent of sales. Is what that chart shows 
correct ¢ 

Mr. Brown. Yes, sir. 

Mr. Cuumepris. Then if you are operating at 16 percent of sales, 
out of that $8 you would make $1.28 profit, therefore $6.72 would be 
your cost? 

Mr. Brown. It all depends on how you allocate your costs, and this 
is an accounting proposition, but this would certainly be true as a 
general proposition. 

Mr. Cuumpris. Then in order for you to break even for that 28- 
cent item, you would have to charge $6.72 because that would be 
your cost. for that item. Even on that basis, you would still be charg- 
ing 24 times the original cost of the item that went into that product. 

I was just using that as an illustration of the main question that 
should be brought out, which is, what are the total costs of your 
business that. you have to allocate to all of your products generally 
so you can arrive at what you think the prices should be in order to 
make a profit or not to make a profit. 

Mr. Brown. This is absolutely correct. On some products we will 
make a better profit than we do on others, but the overall result is the 
thing that we have to look to. 
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Mr. Cuvumpris. Since we are talking about drugs, let’s take a drug- 
store. When the manager of that drugstore determines what prices 
he shall charge for the soda fountain, for the drug department, for 
accessories, for pencils, he will have to take into consideration his 
rent, wages, and everything else that goes into the operation of his 
business to determine the price that he has to charge for each item 
that he sells in his various departments. 

Mr. Brown. That is right. 

Mr. Cuumpris. So by picking out one particular drug, or one par- 
ticular item, it is rather difficult to determine what the profit is or what 
the cost is for that particular item. 

Mr. Brown. The question is how he does on the overall performance. 

Senator Kerauver. The fact that you spend 8 percent for research 
and 32 or 33 percent for sales, makes it pretty hard to justify a 7,000 
percent markup on a particular product. 

Senator Wiley, do you have any questions you want to ask as this 
point ? 

Senator Wier. I thought we were getting into something within 
the purview of this subcommittee’s resolution. I want to read it: 


The Committee on the Judiciary, or any duly authorized subcommittees 
thereof is authorized under sections— 


so-and-so under the— 


Standing Rules of the Senate, to make complete, comprehensive, and continu- 
ing study and investigation of the antitrust and antimonopoly laws of the 
United States and their administration, interpretation, operation, enforcement 
and effect, and to determine and from time to time redetermine the nature and 
extent of any legislation which may be necessary or desirable for: 

(1) Clarification of existing law to eliminate conflicts and uncertainties 
where necessary ; 

(2) Improvement of the administration and enforcement of existing laws; 

(3) Supplementation of existing law to provide any additional substantive, 
procedural or organizational legislation which may be needed for the attain- 
ment of the fundamental objects of the law and the efficient administration and 
enforcement thereof. 


Now, the questions, so far as I analyze them, have gone to the point 
that the Schering Corp. has charged for its drugs all that the traffic 
will bear. But be that as it may, under the resolution that provides 
authority for this subcommittee, unless there is some violation of 
the antitrust laws—we do not have jurisdiction. 

Now, I am not competent to pass upon profits, but I look at the 
Schering profit statement here and I notice that the earnings per 
share of the common stock are $3.05, and the market price of that 
stock is about $17, and the dividends were $1.40. This is high but not 
unreasonable. ' 

Now, we have taken a number of Schering products and have shown 
that there was a great markup between the cost of the ingredients 
and the cost of the final product. 

But the same can be shown about the steel in this watch, or the 
gold in my ring or the clothes on my back. Three or four pounds of 
wool seem suddenly to become a hundred dollar suit. But to me 
the issue is not the makeup of drug prices. 

The issue is, is there any violation of the antitrust laws? Are these 
companies conspiring, getting together illegally, and as a result giving 
the public a rigging? I know of no legal objection if a man who is 
a salesman charges the price he wants to charge. 
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I do think, however, that when there is sickness, there is a moral 
responsibility on the individual or group who claim they have the 
remedy, to see to it that the poor and the needy are not taken for 
a ride. 

But I would like to know, Mr. Chairman, if we are going into anti- 
trust issues covered by this resolution. 

Senator Kerauver. Senator Wiley, if I may—— 

Senator Wier. Just let me finish the sentence. 

When we have a resolution, it determines our authority, and I have 
been waiting patiently to see whether or not—and I thought we were 
going into it when you put in the last testimony—whether or not there 
has been a violation of the antitrust and antimonopoly laws. If 
there has been such violation, why, I am ready to listen. I am not 
going to talk about percentages. 

I just wish that the Government had a few good salesmen on its 
tied who could see to it that we receive good prices or good terms on 
things which we handle. It is pretty much against this system of ours, 
to try to tell how much someone is going to charge for a commodity 
that he feels is good, unless he indulges in some fraud, unless he is 
indulging in some conspiracy or monopolistic practices. In those 
cases we have a function to perform. 

Senator Kerauver. Senator Wiley, I am glad you have read the 
resolution into the record. We are interested in the issues as argued 
by the Department of Justice in the Salk vaccine case—if identity of 

rices is a violation of the antitrust laws, if it is a conspiracy and if it 
is necessary to change the laws. 

The only way to get at the issues of whether there is real competition 
between the big drug companies is to examine their pricing methods 
and their pricing behavior. That is what we have been trying to do, 
and of course, necessarily I guess, in all these hearings we go astray 
from time to time. But we do want to find out whether the laws 
cover following the same price pattern, why the companies do it, and 
whether that means there is real competition or not. 

I think as the testimony goes on, it will show some rather unusual 
situations about some of the companies having the same prices and 
of little companies being able to have very much lower prices. 

Senator Winey. Mr. Chairman, I don’t want to have it implied 
from anything I have said that I thought you personally, or any 
member of the staff, would go astray. I don’t think that. But I 
am interested in your following out just what you have said. You 
are going into antitrust violations. You are going now after the 
animal; you are not going all around the lot. 

Senator Keravver. I think we have been after the animal all day, 
Senator Wiley, doing as well as we could. 

Mr. Brown. Mr. Chairman, you asked me this morning to furnish 
some facts. Would you like me to read this into the record now on 
the return on net worth of our company during the years it was 
controlled by the Government from 1944 to 1952? 

Senator Kaban: I think you ought to read them from 1944 on. 

Mr. Brown. That was the percentage of return on sales. This is 
the return on net worth. 

Senator Keravuver. Very well, the percentage on net worth from 
the time it was seized by the Government. 
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Mr. Brown. Unfortunately, I don’t have it for 1942 and 1943, but 
I have it starting in 1944, 

Our sales in 1944——— 

Senator Krravuver. This was after it was seized but before it was 
sold? 

Mr. Brown. That is correct. 

Senator Kerauver. 1944, yes, sir. 

Mr. Brown. It was taken in 1941 and sold in—it was taken in 
1942 and sold in 1952. 

Senator Keravuver. Yes, sir. 

Mr. Brown. Sales were 6.3 million in 1944; net worth was 2 mil- 
lion; the pretax return on net worth was 91 percent. 

Senator Krrauver. What do you mean by pretax return? 

Mr. Brown. Before taxes. This was during the excess profits tax 
period, was a 91 percent return earnings on net worth. 

Senator Kerauver. Was it renegotiated ¢ 

Mr. Brown. I beg your pardon ¢ 

Senator Kerauver. Was there renegotiation ¢ 

Mr. Brown. No, These were general sales, not just sales to the 
Government. We had some Government work and there were re- 
negotiated contracts. 

Senator Kerauver. All right. 

Mr. Brown. And the after tax return was 23 percent. 

1945 sales were 7.2 million; net worth was 2.5 million; pretax re- 
turn was 82 percent; after tax return was 21 percent. 

1946, sales were 9.7 million; net worth was 4.3 million; pretax re- 
turn was 70 percent on net worth; after tax was 43 percent. 

1947, sales were 10.4 million; net. worth was 5.7 million; pretax 
return was 41 percent, and the after tax return was 25 percent. 

1948, sales were 12 million; net worth was 7.3 million; pretax re- 
turn was 36 percent; after tax return was 22 percent. 

1949, sales were 15 million; net worth was 8.4 million; pretax re- 
turn was 36 percent; after tax was 21 percent. 

1950 sales were 16 million; net worth was 10.2 million; pretax re- 
turn was 27 percent; after tax return was 17 percent. 

1951 sales were 15.4 million; net worth was 11.6; pretax return 
was 25 percent; after tax return was 12 percent. 

Senator Kerauver. I think we have it from there on. 

Mr. Brown. 1952 sales were 18.9 million; net worth was 12.8 mil- 
lion; pretax return was 28 percent, and the after tax was 13 percent. 

Now, Schering Corp. was appraised at $1.5 million at the time it 
was taken over by the Government in 1942, and it sold for $29.8 
million in 1952. 

Senator Keravuver. It was appraised by whom? 

Mr. Brown. I beg your pardon, Senator ? 

Senator Kerauver. Appraised at $1.5 million by whom? 

Mr. Brown. I believe this was the Government appraisal, but it 
was an offer at least that was made which was submitted to the Treas- 
ury which was accepted by the company and was pending before the 
Treasury at the time the war broke out. 

Senator Kerauver. Arthur Little had an appraisal of $20 million, 
going down to $8 million, depending on how the patents were handled. 

Mr. Brown. I beg your pardon, sir? 
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Senator Kerauver. I say, Arthur Little had an appraisal from $20 

million down to $8 million depending upon the patents. 
Mr. Brown. That was in 1952, I think, Senator. 
Senator Keravuver. All right, we will get to that. 
The next chart will be exhibit 9. 

(Exhibit No. 9 follows :) 
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Prednisone—Wholesale prices by size of company, 1959 
(Per hundred 5-mg. tablets] 





Company name 





Company annual sales (thousands of dollars) Price 





$6.95 | Penhurst. 
12.00 | Lannett. 





6.75 | Bryant. 
4.00 | Physicians’ Drug & Supply. 
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Source: Prices: American Druggist Blue Book, 1959-60, and Upjohn catalog. Size: Moody’s Industrial 
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_Mr. Brarr. Mr. Chairman, this chart shows the prices of the prin- 
cipal sellers of prednisone, Schering, Upjohn, and Merck in the year 
1959, 

The purpose of the chart is to compare those prices with each other 
and also with the prices of certain smaller drug companies. Some are 
in the area of medium sized companies, and some are distinctly smaller 
sized companies. 
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The source of the price information is the “American Druggist Blue 
Book.” The prices are expressed in terms of a hundred 5-milligram 
tablets. 

I think the most interesting aspect of the chart is that it shows the 
smaller companies to have substantialy lower prices than those of the 
larger firms shown. 

Senator Krrauver. What prices do the larger firms—Schering, 
Upjohn, and Merck—have ? 

Mr. Buatr. They all have the same price, Senator, which, since this 
is one-half of a gram, or a hundred 5-milligram tablets, is one-half of 
the $35.80 shown in the table discussed a short time ago. ‘The price 
is $17.90. 

Senator Witry. Allsold under the same trade name? 

Mr. Buatr. No, sir. Schering sells under the trade name of Meti- 
corten and Metecortelone. Upjohn sells under the trade name of—— 

Senator Keravuver. Deltra and Hydeltra, and Upjohn sells under 
the trade name of Deltasone and Delta-cortef. 

Mr. Buair. These prices, of course, are as sold in a bottle of a hun- 
dred tablets. 

Now, Mr. Chairman, in contrast to the relatively high and identical 
prices of the three large companies, we have varying and lower prices 
of the medium sized and smaller companies. ‘The same product is 
sold by U.S. Vitamin & Pharmaceutical Corp. for $9.33 per hundred. 
A firm by the name of Physicians’ Drug & Supply has a price of 
only $4. 

Incidentally, I should point out that the place on which the observa- 
tions fall with respect to the horizontal scale indicates the size of the 
overall company. In other words, the location of the observation for 
U.S. Vitamin & Pharmaceutical Co. means that the total sales of that 
company are between $10 and $50 million. 

Moving to the left, we have the Physicians’ Drug & Supply with 
sales falling between $1 and $5 million, and it has this price of $4. 

Moving farther toward the smaller sized companies, we have 
Bryant, with total sales of between a quarter of a million and a million 
dollars. Bryant has a price of $6.75. 

With sales of between $100 million and $250 million, Lannett Co. 
had a higher price than the other smaller firms, $12. 

And the smallest firm shown on the chart, Penhurst, with sales of 
under $100,000 had a price of $6.95. 

Mr. Chairman, the question arises as to the quality of the product 
produced by the smaller company. Of course this subcommittee does 
not possess the testing facilities necessary to determine the quality 
of the products of any company. It is true, as you have already 
pointed out, that the products of all companies, large and small, must 
meet the standards of the “U.S. Pharmacopoeia.” 

Senator Krerauver. Do the products of all of these companies meet 
the USP standards? 

Dr. Buatr. In that connection, Mr. Chairman, I would like to put 
into the record a statement prepared for this subcommittee by Mr. 
Larrick, Commissioner of Food and Drugs, in which he states that 
all of the companies involved do have to meet these standards, and 
indicates the penalties that accrue for violation of the standards. 

Senator Kreravver. Let that be exhibit No. 10. 
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(Exhibit No. 10 may be found on p. 8359.) 

Senator Kerauver. Mr. Peck has a question. 

Mr. Peck. Dr. Blair, is there any indication in that statement that 
any of the drug manufacturers exceed those minimum standards? 

Dr. Buarr. On prednisone, Mr. Peck, as I recall—let me go back 
a moment. 

On many of these products such as prednisone, there is a range 
of permissibility. Now for prednisone, as I recall, the range is be- 
tween 90 and 110 percent of the exact standards set forth by the Food 
and Drug Administration. 

It is just as serious to go beyond the maximum level of the range 
as to fall below the minimum level. Now as an indirect method of 
trying to determine something about the quality of the products of 
these smaller companies, we asked the Commissioner of Food and 
Drug Administration to indicate whether or not these smaller com- 
panies had been involved in any violations or actions of any kind by 
the Food and Drug Administration since 1950. 

His reply which is contained in part of a letter to you dated Novem- 
ber 4 states that none of the companies shown in this chart have been 
involved since 1950 in legal action arising because of the shipment 
of drugs that violate the provisions of the Federal Food, Drug, and 
Cosmetic Act. I would like to ask that the relevant passages that 
are in that letter which, incidentally, also goes into some other matters, 
be made a part of the record. 

Senator Kerauver. It has been made a part of the record as Exhibit 
No. 10. 


Exhibit No. 11 will be the document on drug standards. 
(Exhibit No. 11 follows :) 


OctTosErR 15, 1959. 


STATUS OF THE “UNITED STATES PHARMACOPOEIA” AND THE “NATIONAL FORMULARY” 
UNDER THE FEDERAL Foop, DruG, AND CosMEtTIC Act 


The “U.S. Pharmacopoeia” and the “National Formulary” are books that 
state standards for a number of drugs. Each book, with all amendments, is an 
official compendium as that term is used in the Federal Food, Drug, and Cos- 
meties Act (sec. 201(j) ). 

Section 501(b) of that act states, in part: 

“A drug * * * shall be deemed to be adulterated * * * if it purports to be or 
is represented as a drug in the name of which is recognized in an official com- 
pendium, and its strength differs from, or its quality or purity falls below, the 
standard set forth in such compendium. * * *” 

However section 501(b) further provides that: 

“No drug defined in an official compendium shall be deemed to be adulterated 
under this paragraph because it differs from the standard of strength, quality, 
or purity therefor set forth in such compendium, if its difference in strength, 
quality, or purity from such standards is plainly stated on its label. * * *” 

A drug that is adulterated when introduced into or while in interstate com- 
merce or while held for sale after shipment in interstate commerce is liable to 
seizure and condemnation upon order of a Federal district court (section 
304(a)). 

The introduction or delivery for introduction into interstate commerce of an 
adulterated drug, or the adulteration of a drug in interstate commerce, or the 
doing of any act with respect to a drug while held for sale after shipment in 
interstate commerce which results in such drug being adulterated, is a pro- 
hibited act (sec. 301(a) and (b)). The person who commits or causes a pro- 
hibited act is subject to criminal prosecution in the Federal courts (sec. 308). 
Additionally the courts may restrain the adulterations mentioned earlier in this 
paragraph (sec, 302). 

COMMISSIONER OF Foop AND Druas. 
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Dr. Buarr. I have a similar chart for prednisolone which should 
also be made a part of the record. 

Senator Kerauver. Let the prednisolone chart be made No. 12. 

Exhibit No. 12 follows :) 
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Prednisolone—W holesale prices by size of company, 1959 


[Per hundred 5-milligram tablets] 


Company annual sales Price Company name 


$0 to $99,000 $7.75 | Penhurst. 

$100,000 to $249,000 13.40 | Lannett. 

$250,000 to $999,000 7.50 | Bryant. 
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Dr. Briar. Prednisolone differs from prednisone insofar as the 
chart presentation is concerned in that Pfizer is added to the list of 
large companies which sell the product. 

Pfizer does not sell prednisone but only prednisolone. Both Merck 
and Pfizer have sales in excess of $200 million and are indicated by 
one observation for both of them combined to be found at the far right 
of the chart, 
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As can be seen again the prices of the large companies are identical. 
They are at of course the same as for prednisone, $17.90. Then we 
have varying prices for medium sized companies, U.S. Vitamin has 
a price if $9.33; Physicians Drug & Supply, also a medium sized com- 
pany, has a price of $4.85, the lowest of any of the companies shown in 
the chart. 

Bryant has a price of $7.90. Lannett has a price of $13.40, and 
Penhurst a price of $7.75. 

Mr. Dixon. Mr. Brown, while you are looking at the prednisone 
chart, are Upjohn and Merck your principal competitors in the sale 
of prednisone? 

Mr. Brown. Not only Upjohn and Merck in the sale of prednisone 
but Upjohn in the sale of methyl-prednisolone and Lederle Laborato- 
ries in the sale of triamcinolone. 

All are competing for substantially the same therapeutic uses. 

Mr. Drxon. We must assume that these other companies depicted 
on the chart, such as U. S. Vitamin, Physicians’ Drug & Supply, 
Bryant, Penhurst, and Lannett, are competing fundamentally for the 
same medicinal business. Are they not? 

Mr. Brown. I never head of Lannett, Penhurst, or Bryant. I 
have head of Physicans’ Drug & Supply, and of course I know U.S. 
Vitamin. 

Mr. Dixon. And so they are competing for the same business that 
you are? 

Mr. Brown. Well, this chart shows that different companies are 
selling the same or what is represented as the same product at different 
prices. 

Mr. Dixon. We will ask you to assume that the information we 
have is correct. 

Mr. Brown. I assume that it is correct naturally. 

Mr. Dixon. Assuming that it is correct, which we think it is, do 
you choose to establish your price for both prednisolone and predni- 
sone at the same level as Upjohn, Merck, and Pfizer? 

Mr. Brown. When you say we choose to establish our price at the 
same level as Upjohn, Merck, and Pfizer, I have already pointed out 
to you that we were the first to introduce these products, and that we 
priced our product at a time when there was no Upjohn and no Merck 
in the market. 

Mr. Dixon. The Senator asked you a question on prednisolone, 
whether if Merck or Upjohn had choosen to charge $25 on that par- 
ticular drug what you would have done. I believe you said you would 
probably have had to meet that price. 

Mr. Brown. ‘I said where a company which does substantially the 
same things that we do, reduces its price, we have no alternative be- 
cause we are in strong competition, competition with them. 

Mr. Dixon. Therefore, as depicted on exhibits 9 and 12, the in- 
formation furnished to us is that all four big companies chose to quote 
the same price, whereas the smaller companies have chosen to quote 
to the druggist and do sell to druggists at a lower price. 

Mr. Brown. Two of those companies, Penhurst and Bryant, appear 
to sell at exactly the same price. 

Mr. Dixon. One is $6.75. 
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Mr. Brown. My eye is not close enough. It looks like the same 
price. 

Mr. Drxon. The other is $6.95. 

Mr. Brown. Pretty close. , 

Mr. Drxon. Pretty close together but they are different. My ques- 
tion is, don’t those other companies give you enough competition so 
that you have to meet their price to the druggist ? ; 

Mr. Brown. We couldn’t afford to meet the price level if this 
Physician’s Drug & Supply is a representative price, and Penhurst 
and Bryant are representative prices to the trade, we couldn’t afford 
to meet them, and do the things that we do. 

I would like to ask one question. 

In your research with these other companies, what major products 
have they discovered? What major product has Lannett, Penhurst, 
Bryant, brought out? What research is being conducted? What 
information do they convey to the medical profession concerning the 
use of new products? 

What things comparable to the things I have described that Scher- 
—— do they do? 

Senator Krerauver. We will have some of these companies in, but I 
think it is true that none of these smaller ones have the large number 
of detail men that you bigger companies do. We will have some 
doctors as witnesses who will testify about that too. 

But the point we are talking about is prednisolone and prednisone. 
You four companies are by far the biggest manufacturers. I had 
always thought that if you are big and highly mechanized, and did 
a volume business, that you could have a lower price than these smaller 
companies, 

Mr. Brown. I have no doubt, Senator, that our overhead is 8 to 
10 times the overhead of any of these smaller companies. 

Senator Kerauver. Then you think some smaller companies can 
produce more cheaply than the larger companies? 

Mr. Brown. Undoubtedly they can. 

Mr. Dixon. You asked me what research have the smaller com- 
“Seger engaged in and what drug products they have developed. The 

enator has said that we are going to have some of the smaller com- 


anies here to testify on that, but I would like to ask you some ques- 
Pp y 3 y q 


tions on that point. You sell antibiotics, do you not? 

Mr. Brown. We don’t make any antibiotics. We sell one antibiotic, 
as such, and we have some antibiotic substances in compounded 
preparations, 

Mr. Dixon. Do you sell diabetic drugs? 

Mr. Brown. No, sir. 

Mr. Drxon. Do you sell sulfa drugs? 

Mr. Brown. Yes, sir. 

Mr. Drxon. Do. you sell tranquilizers? 

Mr. Brown. Yes, sir. 

Mr. Drxon. Do you sell miscellaneous products like novacaine? 

Mr. Brown. No. 

Mr. Dixon. Chloroquanidin ? 

Mr. Brown. No. 

These are standard products, of course. 

Mr. Dixon. These are standard products. 
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Mr. Brown. I am asking you, however, what products such as 
prednisone have come out of the laboratories of any of these companies ? 

Mr. Drxon. I am asking you now the opposite of that. Penicillin 
was discovered in England. Spyromyacin was discovered in France; 
trysofoven in England; catamycin in Japan; diabetic drugs like 
insulin in Canada; talbutanoid, which is oranace, in Germany. Under 
the sulfa drugs, sulfanilimide in Germany, sylfamethyacin in Eng- 
land, sulfasomadin in Switzerland. Of a long list of tranquilizers, 
11 were developed in Germany, Great Britain, Sweden, France, 
Switzerland, Belgium, Germany and so forth. Many other products 
were developed somewhere else. 

Mr. Brown. The companies that developed these products are 
es research on a basis comparable to the research that we 
conduct. 

Mr. Dixon. They were developed in another country, but you make 
some of them here and you sell them. 

Mr. Brown. We either buy the substance or make the substance 
under license because the use of medicine is an international proposi- 
tion, and of course when a drug is developed in another country, 
the mere fact that it is developed in another country should not keep 
it from the American people. 

Mr. Dixon. Whether it was developed in another country or even 
by another company, should a company in the United States be pre- 
cluded from offering and selling it to the American public at a 
price which they are willing to sell it at and at a profit they are 
willing to make? 

Mr. Brown. Of course not. 

Mr. Dixon. All right, sir, now go back to my chart. 

Mr. Brown. That doesn’t answer my question. My question is 
we are doing certain things, and you are asking me to compare our 
prices with the price of companies which, so far as I know, and I 
am sure that I would know if they were doing some of these things, 
are not doing these things, and so you are asking me to compare two 
things that are not comparable. 

Mr. Dixon. You are saying to us that U.S. Vitamin does no 
research ? 

Mr. Brown. I am not saying it as to U.S. Vitamin, no. I don’t 
know the extent of their research. U.S. Vitamin has done research. 

Mr. Dixon. Are you sure that a great number of these small inde- 
pendent drug manufacturers do not engage in research ? 

Mr. Brown. I am very sure of it Teuiane of the cost of research, 
a company with sales running in these dimensions could not afford to 
do research. 

Mr. Dixon. Let’s find out why, if I am able to find out, you are able 
to be successful at selling your product to the druggists when U.S. 
Vitamin does offer and does sell to the druggists at $9.83. If the 
products meet the same U.S.P. standard of requirements, do you have 
an explanation as to why the public doesn’t prefer the product manu- 
factured by U.S. Vitamin over yours, which is nearly double in price? 

Mr. Brown. You are asking me why doctors prescribe our products? 

Mr. Dixon. That is what I am asking you. 

Mr. Brown. I think it might be. more appropriately addressed to 
the physicians who prescribe them. 
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Mr. Drxon. Let’s find out what you do to get the doctors to pre- 
scribe your products. Will you explain to us how you go about per- 
suading the aaa to prescribe your products ? 

Mr. Brown. Well, I think I have already described this to you. Do 
you want me to go over it again ? 

Mr: Dixon. How many detail people do you have who call on doc- 
tors ¢ 

Mr. Brown. Just a minute. 

We have 430 detail men in Schering. We have a subsidiary com- 
pany that has slightly over a hundred. I don’t have the exact figure. 
These are two different companies, White Laboratories and Schering. 

Mr. Drxon. What do the detail men take with them and what do 
they tell the doctor when they get there? What are their instruc- 
tions ? 

Mr. Brown. I am not a detail man. I am president of Schering 
Corp. and I couldn’t undertake to detail if I were asked to. 

Mr. Dixon. What is the purpose of detail men ? 

Mr. Brown. The purpose of detail is to convey information to the 
physician concerning the use of drugs which we develop and about 
which they would know nothing unless we furnish caleneation to 
them, except insofar as they get it from the medical journals. 

Mr. Dixon. You say the doctors would know nothing about your 
product unless you took the information to them ? 

- Brown. I didn’t say that. I would like to have the record 
read. 

Mr. Dixon. You tell me what you did say. 

Senator Keravuver. All right, read the record. 

(The record was read by the reporter. ) 

Mr. Brown. Except for the medical journals—which are far be- 
hind in the assembling of information which the pharmaceutical com- 
panies get—gathering of information on new drugs. 

Mr. Drxon. Through the various medical association meetings, the 
doctor does get general information on development of new drugs. 

Mr. Brown. There are some 300 medical journals in the country. 
As I asked our sales department to give me some information on the 
number of pages in the journals that a representative physician would 
have to read, and they selected a man, a typical man who would be 
a member of the American Medical Association, and a member of 
the American Academy of General Practice, and they selected the 
month of October and the figure given me—I have to talk from 
memory—was approximately 7,000 pages of medical journals which 
he would receive which contained advertising and articles. 

Obviously these journals would not contain all of the information 
on the new drug developments, because they might be scattered in 
any one of 300 medical journals, but this man, this representative 
man, would probably subscribe to 3 or 4 journals over and beyond 
the ones that he would get automatically as a member of these two 
associations. 

Mr. Drxon. Would you tell me how many of your large number 
of detail men are trained in pharmacy ? 

Mr. Brown. I couldn’t give you this offhand but I can furnish it 
to you for the record. 

Mr. Drxon. Would you furnish it? 
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Mr. Brown. Practically all of our detail men have had scientific 
training. They have graduated in science or in pharmacy. 

Mr. Drxon. Would you tell us the courses that they studied and 
—_ detail men who have pharmacy degrees? Would you submit 
that ¢ 

Mr. Brown. You would like to have me give you courses that the 
men who are pharmacists took ? 

Mr. Dixon. Their qualifications. 

Mr. Brown. The average pharmacist took. 

Senator Keravver. I don’t think we want it for each one of them 
but just their general qualifications. 

Mr. Brown. [ will be glad to furnish this for the record. 

Senator Kerauver. What are these detail men paid on an average, 
Mr. Brown? 

Mr. Brown. Just a minute. I will have to furnish you this 
information. 

Senator Kerauver. What is your best guess? 
wiaai Brown. I would have to guess at this. I would say around 

5900. 

Senator Keravuver. Their job as I understand it from your testi- 
mony, is to explain the products you have developed. 

The only ones you have developed in the steroid hormone field are 
prednisone and prednisolone. Are they to explain about cortisone 
and hydrocortisone and these other drugs as well? 

Mr. Brown. We have also—— 

Senator Kerauver. As I understand it, if the physician simply 
wrote a prescription for prednisone, then the druggist could fil] it 
with the product of any one of these companies, such as, Physicians’ 
Drug & Supply at $4. But if he writes a prescription for the trade 
name Meticorten, then the customer must pay $17.90. 

Mr. Brown. I think you will find that a great many prescriptions 
written for prednisone may be filled with our drug or might be filled 
with a drug of Upjohn or Merck. 

Senator Krerauver. I know, but if it is written with the generic 
name, the druggist can fill it with some of these lower-priced drugs, 
but if written in the name of Meticorten alone, then it has to be filled 
by your drug, isn’t that correct? 

Mr. Brown. Unless the physician agrees, notifies the pharmacist to 
fill it with another drug. Ordinarily it would be filled with ours. 

Senator Keravver. I take it the detail man has to try to convince 
the physician that it is a good thing to prescribe Meticorten or 
Meticortelone. 

Mr. Brown. Senator, he is doing exactly the same thing for us that 
your supporters do for you around election time, they ask that they 
vote for you and our detail men talk to the doctors and try to pre- 
suade them to prescribe our products. 

Obviously this is what he is there for. 

Senator Kerauver. But a voter has a choice. 

Mr. Brown. The doctor has a choice too. 

Senator Kerauver. But if you persuade the doctor to prescribe 
Meticorten, then the patient has no choice. He has to pay the price 
for Meticorten. 








7902 ADMINISTERED PRICES 





Mr. Brown. The doctor has the choice and he is the one who makes 
the decision. Presumably he makes it in the light of all of the 
circumstances. 

Senator Keravuver. But the patient gets the bill? 

Mr. Brown. The patient has the opportunity of going to different 
pharmacists. 

Senator Keravuver. But he doesn’t know about the difference be- 
tween the generic and the trade name. He could go to another 
pharmacist, but if he went to 40, he would still have to use a prescrip- 
tion. The druggist would still have to give him Meticorten. 

Mr. Brown. If he took a prescription for prednisone to a pharmacy, 
he might well get a Schering drug or an Bipichn drug or a Merck 
drug as well as the drug of any of these other companies. 

And let me point this out to you 

Senator Krerauver. He could then say which company charges the 
most reasonable price, couldn’t he? 

Mr. Brown. May I finish what I was going to say there, Senator? 

Senator Krravver. Yes. 

Mr. Brown. Because I think it is important that you understand 
this. When he comes in with a prescription for our durg, it is going 
to be there on the shelf, because we have distribution and it is there. 

When he comes in with a prescription for Lannett’s drug, I am not 
sure that it is going to be there, and this involves the question of how 
widely these other products are made available. 

Now obviously if he comes in with a prescription for one of 
these other drugs and it is not there, he is going to have a hard time 
getting that Snes nag filled. This involves a considerable expense 
in keeping these drugs distributed and keeping them on the shelves 
of - drug trade, and this is one of the things that we undertake 
to do. 

Senator Kerauver. There are five companies charging considerably 
lower prices than age I expect if a druggist started getting a lot 
of prescriptions for prednisone, and the patient was impecunious, 
the druggist would be getting the drug from one of these other con- 
cerns to fill that prescription, rather than filling it with Meticorten. 

Mr. Brown. In your research concerning this, do you happen to 
know whether these prices that are quoted are prices that are through 
the drug trade or whether these are prices on a direct by mail basis? 

Senator Kerauver. They are in the catalog. 

Mr. Brown. The catalog lists various ways of selling these drugs. 

They are not necessarily all available through the drug trade. 
Obviously a drug which is available through the drug trade must 
carry the expense of distribution. 

Now if it isn’t available through the drug trade, then it has to be 
ordered specially by the pharmacist on mail order basis, it might be 
on a completely different basis. 

Dr. Buarr. Mr. Chairman, these are prices to the druggist avail- 
able to any druggist. These are not prices which are arrived at as 
a result of taking off some discount allowance to a cooperative venture 
or through some other arrangement. These are straight prices to 
the druggist as reported in the Blue Book. 

Mr. Brown. Are these net prices or prices with discounts? 

Dr. Buarr. These are prices, 2 percent off for cash. 
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The point is that they are computed in the same. way for each of 
the companies. 

Mr. Brown. You are sure that each of these is available at the 
price indicated on exactly the same basis. 

Dr. Buatr. We don’t know. It is so indicated in the “American 
Druggist Blue Book” with which I am sure you are familiar. 

Mr. Brown. I am familiar with it, but I can’t tell from looking at 
that book at what price, if I were a pharmacist, I would have to buy 
something, unless I knew what the trade relationship was. 

I couldn’t answer that. 

Dr. Bratrr. What is your price? Your price is $17.90 to the 
druggist. 

Mr. Brown. Our price is as indicated in the prices that we fur- 
nished to you less the discount, depending upon whether it moves 
directly through the retailer or whether it goes through the whole- 
saler—15 percent off if it goes through the retailer directly, 20 percent 
if it goes through the wholesaler. 

Dr. Buatr. That is more or less a standard procedure in the indus- 
try. The prices here are the prices, in the case of your company, sup- 
plied by you to the Blue Book. 

Mr. Brown. We studied this question and we couldn’t come to that 
same conclusion. Now possibly you have better information than we. 

Dr. Buatr. Your price to the druggist is different than $17.90 per 
hundred, 5-milligram pills? 

Mr. Brown. Let me get our catalog—$17.90 less the discount, yes. 

Dr. Buatr. That is the price that is shown on the chart. 

Mr. Brown. But the discounts are quite variable, and the selling 
practices are quite variable with some of the smaller companies. 

Mr. Dixon. Mr. Brown, you: have several times in your testimony 
referred to your selling expense. I think you said that it amounted 
to about 32 percent. I suppose that when you use that expression, 
you are referring at least partially to this method of selling by the 
use of detail men who are sent to the doctors to persuade them with 
respect to what you consider the superior qualities of your product. 
Is that where that charge comes from ? 

Mr. Brown. It also includes the informational literature that we 
get out, and this is a very considerable expense. 

Mr. Dixon. And the free samples that you send to doctors? 

Mr. Brown. And the samples that we give out, yes. 

Mr. Dixon. How many doctors are there in the United States that 
you send information to? 

Mr. Brown. It varies with the product and it varies with the par- 
ticular mailing. 

Mr. Drxon. Would you give me your estimate with respect to 
prednisone and prednisolone? 

Mr. Brown. I would say that most of our mailings must have gone 
to at least 70,000 or 75,000 doctors, but there would be some instances 
in which we would mail on a particular product, such as an ophthalmic 
preparation, to a lesser number. And there were some mailings in 
which it would go to a larger number. 

Mr. Dixon. § over a sustained period of time, I assume you mean 
that you send to approximately 70,000 doctors detailed information 
and samples on these products that we are talking about? 
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Mr. Brown. Right. 
Mr. Dixon. That involves a considerable expense, I assume ? 

Mr. Brown. Yes. 

Mr. Dixon. If U.S. Vitamin or Physicians’ Drug, or Penhurst, 
or any other of those smaller companies, does not have the economic 
resources to engage in the same amount of detailing as you do, in 
your opinion would that put them at a competitive disadvantage in 
the likelihood of persuading a doctor to prescribe their product? 

Mr. Brown. I don’t think that it would put them at a competitive 
disadvantage with respect to a particular doctor. U.S. Vitamin, I 
think you will find if you look at their statement is in a fairly good 
condition, and has a detail force, the detail force promotes various 

roducts, but whether they detail prednisone or not I think would 
© open to question. 

Mr. Drxon. The point is this—— 

Mr. Brown. It is perfectly clear that the physician is interested 
in being detailed on new things. He is not necessarily interested in 
being detailed on old things after he knows about them. But the 
information that we endeavor to bring is on the newer products that 
we have. 

Mr. Drxon. Let me ask you this question. If U.S. Vitamin was 
ersuasive enough to get doctors generally to prescribe its product 
y name and its product was offered for sale to the druggist at $9.33, 

what would happen to your price of $17.90? 

Mr. Brown. If they made substantial impact on our sales, we 
would have to make a decision, and we would have to make that deci- 
sion in the light of all of the facts that we had before us at the time, 
and the decision would be either to meet or partially meet or to do 
something in order to meet this competition. 

Mr. Drxon. As of right now, they have not made that type of show- 
ing enough to make you reduce your price. 

Mr. Brown. We may be doing other things, but we haven’t reduced 
our price, no. 

Mr. Drxon. How does the Military Medical Supply Agency buy 
prednisone ? 

Mr. Brown. I assume they buy it on invitational bid. 

T am personally not familiar with it. 

Mr. Drxon. Our information is that they do ask for bids, and they 
buy all of the medical supplies for the medical services. It is cus- 
tomary, is it not, that the low bidder gets the bid under the generic 
name? Isn’t that correct? 

Mr. Brown. Sometimes he gets it and sometimes he does not, de- 
pending on whether they ask for a rebid. 

Mr. Drxon. You are familiar with the fact that companies make 
these bids to the Military Medical Supply Agency under the generic 
name, are you not, sir? 

Mr. Brown. I didn’t happen to know it in this case, but I know 
it generally that this is true, yes. 

Senator Kerauver. We have been going on here for about 2 hours 
now. I think we will have about a 10-minute recess. 

Short. recess. ) 
enator Krerauver. We will continue now. 
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Mr. Brown, on your prednisone price of $35.80 for a bottle of 200, 
does that remain the same to the druggist whether he buys 10 bottles 
or 100 bottles? 

Mr. Brown. We have a price list for — purchases, sir. 
The wholesale price to retailers which would involve their mark-up 
would be $170 for a bottle of a thousand and $765 for 5,000. That 
would be at the rate of $153 per thousand in quantities of 5,000. 

Senator Keravuver. Is that the same basis that Merck, Upjohn, 
and Pfizer operate on? 

Mr. Brown. I don’t know. 

Senator Keravuver. Will you file that for the record ? 

Mr. Brown. The price list ? 

Senator Kerauver. Yes, sir. 

Mr. Brown. Yes, sir. 

Senator Kerauver. All right, Mr. Dixon. We hope to finish up this 
afternoon by 5 o’clock. 

Mr. Brown. Senator, could I file this at the conclusion of my tes- 
timony because this is the only copy we have with us here. 

Senator Kerauver. Very well. 

Mr. Drxon. Back to these military bids and purchases. 

It is true, isn’t it, that the Military Medical Supply Agency has 
very rigid standards with respect to the drugs which it purchases ¢ 

Mr. Brown. I can’t tell you anything about those standards. 

Mr. Dixon. Haven’t you bid on them? 

Mr. brown. We bid according to our standards. I can’t tell you 
whether they have laid down specifications that are different from our 
standards. 

Mr. Dixon. It is my information that bidders are required to fill 
out application forms. They have to give the salient information on 
their operation, the facilities they possess, with respect to sanitation, 
and the like. They must also give evidence of financial responsibility 
and prior to acceptance as the qualified bidder, a Government in- 
spector visits their plant. 

Mr. Brown. Does it say anything about research or anything about 
the informational activities ¢ 

I have described that. 

Mr. Dixon. You mean in order to be qualified as a bidder? 

Mr. Brown. To be qualified ? 

Mr. Drxon. No, it does not. 

Mr. Brown. I am not personally familiar with this, Mr. Dixon. 

Mr. Dixon. You are familiar with the fact that the drugs are tested 
at the time of purchase before they are accepted, aren’t you? 

Mr. Brown. I assume that they are but I have no personal knowl- 
edge of it. 

Mr. Drxon. It is our information that the lots must. be submitted 
to the Government in advance of delivery, previous to which of course 
tests are made by the seller in his own laboratory. If he doesn’t have 
a laboratory, he has to get an independent testing agency to make it, 
and if the bidding company furnishes finished drugs in bulk, tests 
are made at the time of the purchase of the bulk material. In other 
words, it is our information that USP standards must be met for 
acceptability. 

Mr. Brown. I would assume this to be the case. 
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Senator Krerauver. What does MMSA pay for prednisone? 

Mr. Dixon. There is one other point on testing, Senator, that is 
too important to leave out. 

Testing laboratories of Government agencies check advance samples 
of materials submitted by the successful bidder, and subsequent checks 
are made for potency, identity, and quality of random samples of the 
drugs upon dees: We have been ‘iforned that they are very 
particular and meticulous in the testing of these drugs. With respect 
to purchases of prednisone by MMSA, we have been informed that in 
March 1958 on the first bid reported to us by MMSA, it paid $41.50 
for 1,000 tablets of 5-milligram prednisone pills, roughly a little more 
than the druggist has to pay for 200 tablets of a i Sl as your 
Meticorten, which was $35.08. As reported to us, this award was made 
to the Chase Chemical Drug Co. What is of interest to us is that 
Merck lost that bid with an offer of $75 and that Schering made an 
offer of $79.74 and that Upjohn’s offer was $100. 

In the 1959-60 blue book, the price by Schering and Merck to drug- 
gists for a thousand tablets is $170 and Upjohn’s list price is $198.33, 
or $170 with the customary discount. So it is $170 against your bid 
of $79.74 and against the bid of the little company, who was success- 
ful, of $41.50. 

Again in February 1959 the information we received is that the 
price on prednisone was down to $20.98 for 1,000 tablets. This was 
contracted for to the Premo Pharmaceutical Co. On this the druggist 
ot $17.90 for hundred tablets. At this time on this particular bid, 
Schering’s bid price was $23.63, but you lost out, and Merck’s bid was 
$63.70 and of course they lost the bid. But for this same quantity 
the druggist. has to pay $170, and the ordinary retail price to the 
customer 1s $283.33. 

Mr. Brown. This is on prescription ? 

Mr. Dixon. This is on prescription, so it is $170 to the druggist as 
against $20.98 to the military authorities. 

Senator Krrauver. Schering price was $23.63 to the military. 

Mr. Dixon. That’s right. 

Senator Krrauver. How do you justify that differential, Mr. 
Brown? 

Mr. Brown. I assume, Senator—I am not personally familiar with 
that 

Senator Kerauver. We have the records here. 

Mr. Brown. I am accepting these figures. 

Senator Krrauver. You bid $23.63 for the same quantity of predni- 
sone that the druggist would have to pay you $170 for. 

Mr. Brown. I am assuming that we also were doing what I gather 
this committee is asking us to do, to compete. We were trying to get 
some of the business. This was the price at which we had to get it. 

Senator Kerauver. You wouldn’t submit that price of $23.63 and 
lose money on it ? 

Mr. Brown. We might well do so; yes, sir. 

Senator Kerauver. Would you bid so low that you would not make 
any profit on it? 

Mr. Brown. We try not to, but there are times when this has to 
be done. 
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Senator Kerauver. Can we find out whether this $23.63 bid would 
meet your costs or not ? 

Mr. Brown. Do you want to ask us to disclose this information, 
Senator ? 

Senator Keravuver. I would like to know. I don’t want to know 
what your costs are. I want to know whether you were going to make 
a profit on this bid. 

Mr. Brown. Suppose I did tell you that we were not making a 
profit. Then our competitors wind have at least this way of deter- 
mining what our costs are. 

Senator Kerauver. If you don’t want to do that, then we will go 
on the assumption that you were not bidding to lose money and that 
you would make some profit on the $23.63 bid. 

Mr. Dixon. You would hold yourself out as efficient as Premo 
Pharmaceutical Co., would you not? 

Mr. Brown. Now let’s define efficiency in the pharmaceutical busi- 
ness. Tell me what you mean by efliciency ? 

Mr. Dixon. Let’s put it this way. If they are able to make predni- 
sone, bottle it and sell it for a profit, I assume they are efficient. 

Mr. Brown. I think I have already been over this a number of times 
and I don’t like to clutter this record by repetition. 

But there are a lot of other things that we do in connection with 
prednisone and a lot of things that we have done and are doing with 
other drugs which are being partially paid for out of the profits on 
prednisone. 

Mr. Dixon. You don’t have to detail to the military, do you? 
There are no detailing expenses to the military ? 

Mr. Brown. There are selling expenses. 

Mr. Drxon. No more than what your small competitors would have 
here on bidding? 

Mr. Brown. I can’t tell you what the comparative degree of effort 
would be. 

Mr. Dixon. The same requirements are imposed upon them as 
upon you? 

Mr. Brown. Yes, but it doesn’t necessarily follow that the, same 
degree of effort is put into getting the particular piece of business. 

Mr. Dixon. Am I to understand that when you meet this type of 
competition, you have chosen to lower your price in an attempt to 
procure the business from the military ? 

Mr. Brown. In this particular area this would be the situation, yes, 
but if you are endeavoring to draw the conclusion that we could 
operate our entire business on this basis and still do the things that 
we are attempting to do, furnish to the physician the internal medical 
advances that we are endeavoring to develop, then I say that I think 
this could not be done. 

Mr. Dixon. What I’m trying to understand is this: When we 
referred to the high price to the druggist, you said that you were 
maintaining a competitive price, and those prices happened to be 
identical. Now this is a considerably lower price. Are we to assume 
that this is competitive or noncompetitive when you meet this lower 
price to the military ? 

Mr. Brown. Very frankly, I don’t understand your question. 
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Mr. Dixon. My question is self-evident. You charged the 
druggist— : 

r. Brown. Break it down because I don’t understand it. 

Mr. Drxon. All right, I will be very patient with you. You said 
that your prices to the druggists, identical with the other big com- 
panies, were competitive. ate 

Mr. Brown. I said that we had set a price as the originators of 
these two drugs, and that this price had been set in 1955 and that other 
concerns had met this price. Now, then, some hypothetical questions 
were put to me. What would we do on certain assumptions? And I 
endeavored to answer this again, and answering a so-called iffy ques- 
tion with an iffy reply. ; 

Now then, you are tying to draw something on the basis of this 
hypothesis. 

Mr. Dixon. I’m trying 

Mr. Brown. I don’t understand just what you are trying to find 
out from me. 

Mr. Dixon. If we are to assume here that the price of $17.90 to the 
druggist, identical among the large drug companies—three companies 
for prednisone and four companies for prednisolone—is a measure of 
competition, what are these nonidentical prices? What kind of a meas- 
ure are we to understand them to be? What term would you suggest 
that we use? 

Mr. Brown. We are competing in many different ways, and I have 
even endeavored to describe these ways as a measure of service to the 
medical profession and to the public, and the competition consists of 
this. 

The competition in research, for example. This is a highly compe- 
titive effort. Dexamethasone was a product discovered by Merck and 
ourselves almost simultaneously. We might well have discovered 
something different or Merck might well have discovered something 
different. It so happened that we came up with the same compound. 

Mr. Dixon. The point is this: the military is interested in obtaining 
bids upon a generic product. You chose to bid. 

Mr. Brown. This is strictly a procurement problem and it involves 
nothing else. 

Mr. Dixon. But it involves the same product that you sell to drug- 
gists, yet you chose to bid considerably lower than you sell your prod- 
uct, to the druggist. . 7 

It is indicated on the information that. we have here that the bid 
offer started in 1958, when the successful bidder got it for $41.50 for 
200 tablets, and that in February 1959 the low bid price was $20.98 per 
1,000 tablets. Your price at that time was $23.63 upon that same 
offer. You were attempting to obtain that order from the Government. 
were you not, when you made that bid? 

Mr. Brown. Unquestionably. 

Senator Kerauver. The question is simply this. If you can afford 
swine $23.63 for 1,000 tablets, why do you have to charge the druggist 

Mr. Brown. If we wanted to go into the business of doing nothing 
but making tablets, buying bulk materials from other manufacturers 
and furnishing tablets, we would probably be down there at about 
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the price level that you have indicated for these lower priced 
products. 

Senator Keravuver. But you can’t explain the difference between 
$23 and $170? 

Mr. Brown. No, Senator, but 

Senator Krrauver. On the basis of all of that additional cost 
being due to just detail men and research and whatnot ? 

Mr. Brown. I would like to ask Dr. Blair what his explanation 
of the differential between Penhurst, Bryant, and U.S. Vitamin is? 

This is getting into—not a question of facts. This is getting into 
a question of argument on why one company does one thing and 
why another company does another. What is the reason for this 
difference ? 

Mr. Dixon. To whom do you sell the majority of your products, 
to the Government or to the druggists? 

Mr. Brown. I would say the majority of our products go out to 
the drug trade. 

Mr. Dixon. Not only a majority but practically all of it, isn’t that 
right ? 

Mr. Brown. I don’t happen to have the figure here, but certainly 
it is a larger proportion. 

Senator Kerauver. Very well, let’s get on. 

Mr. Dixon. The Veterans’ Administration buys prednisone, does 
it not, Mr. Brown ? 

Mr. Brown. I assume that they do. 

Mr. Dixon. We have been informed that in February 1958, the 
Veterans’ Administration—and we have the record here in the com- 
mittee files to back this up—chose to negotiate a purchase, and they 
negotiated a contract with Merck for $136,000. ‘The other contract 
they negotiated with was with your company, Schering, for $27,000. 
In both cases the charge was $136 for 1,000 tablets. At this same 
time MMSA was buying on a competitive basis and paying about 
$40 for the same 1,000 pills) One MMSA contract in March 1958, 
was for $72,000 as compared with the Veterans’ Administration’s 
$136,000, and as we have recounted, Chase got one of those bids. 
On the next purchase by VA, 1 month later, in March 1958, the 
agency called for competitive bids, and in this case the company 
called Panray—not on the chart, it is a little small company—won 
with the bid of $38.50 

Thus in February 1958, the Veterans’ Administration bought 
1,000 bottles from Merck, each containing 100 tablets, for $136,000, 
and 1 month later it bought the same quantity from a small com- 
pany, on competitive bid, of $38,500, 

It is of interest to us, Mr. Brown, that on this bid Merck dropped 
to $95 and Schering to $68 as compared with their sale a month 
earlier of $136 under a negotiated bid. Does this indicate at least 
to the Government the value of competition, or at least seeking 
competition 4 

Mr. Brown. I don’t know what it indicates to them, sir. You 
can interpret these facts as well as I. 

Mr. Dixon. They certainly got a cheaper price, didn’t they ? 

Mr. Brown. [’m not sure that they made a contribution to the 
advance of medicine. 

35621—60—pt. 146 
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Mr. Dixon. You mean they didn’t contribute to your profits? 

Mr. Brown. It is very clear that if everything is going to be bought 
at the rockbottom prices, you are not going to have much progress 1n 
medicine. 

Mr. Dixon. Are you against competition, Mr. Brown ? ; 

Mr. Brown. I am not against competition, no. We are certainly up 
to our necks in competition. 

Mr. Drxon. You at least chose to meet competition when you ran 
into it on bid to the Government, did you not? 

Mr. Brown. We not only met it then, we meet it every day. We 
meet it in the retail trade as well. 

Mr. Dixon. We have been informed that MMSA also purchased 
prednisolone, and that it also was bought under the generic name. 
As reported to us, two bids were each successfully made by the Panray 
Corp. in January 1959. On that product their winning bid was $25, 
in each case of these two contracts. This was for 1,000 tablets, each 
containing 5 milligrams. Your product, Medicortelone, sells for 
$17.50 for 100 tablets to the druggist. At the same time Panray bid 
$25 for a thousand tablets, your price to the druggist was $17.50 for 
a hundred tablets. The losing bidders on these 2 bids included Up- 
john, the highest bidder, which asked $75, Merck next, at $63.70, and 
yours was very close to Panray’s at $25.88. 

Senator Krrauver. The point there is that Schering bid $25.88 for 
one thousand tablets, but Schering’s price for 100 tablets to a druggist 
was $17.50. So the question is how can you charge the druggist $17.50 
for 100 tablets when you bid $25.88 for one thousand tablets to the 
Government ? 

Mr. Brown. I think the better question, Senator, would be how 
could we afford to bid the $25 for 1,000 tablets to the Government? 
Very frankly this is news to me. I didn’t know that this was done. 

I’m not sure that we can afford to do it. 

Senator Keravuver. I am sure a# company like yours would not do 
so unless you were making a profit. 

Mr. Brown. You have got greater confidence than I have then, 
Senator, because we do make mistakes at times. 

Mr. Drxon. Mr. Chairman, with respect to the purchases of predni- 
solone by the Veterans’ Administration, our records indicate that in 
early 1958 the Veterans’ Administration negotiated 3 contracts for 
the purchase of prednisolone tablets in 5 milligram pills in the 
quantity of 1,000. The first went to Pfizer; the unit price was $76, 
for a total purchase amounting to $11,400. Another in February went 
to Schering; the unit price of $136 for a total amount of $27,200. The 
third, in February, went, to Merck, at the same unit price of $136 for 
a total price of $13,600. 

Right after that, the Veterans’ Administration shifted to adver- 
tising for competitive bids on prednisolone, and a company named 
American Quinine was awarded the contract for $49.50 for less than 
$10,000 worth of purchases. The last recorded purchase was in Janu- 
ary 1959, when a company known as Hamilton Blair won the award 
with a price of $23. On that bid Pfizer bid $45.76, Merck $65, and 
Schering $29.75. The one thing that is clear to me, Mr. Brown, in 
these competitive bids, is that your company, Schering, saw fit to 
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seek that business at a considerably lower price than the price that 
you quote and sell to druggists. 

In the price that you quote and sell to the Government, isn’t it 
true 1. it would also be necessary for you to recapture your research 
costs ¢ 

Mr. Brown. Mr. Dixon, I am sure you realize that this question 
has been answered not only once but numerous times during the 
course of the day. How many times do you want me to answer this 
question ? 

We must do a total business operation which produces a total return 
in order to do the kind of things that we are attempting to do. 

Now we can go on here for 3 months with specific illustrations of 
this kind and you are not going to get bane thie fact. 

This is the situation which faces us. 

Mr. Drxon. What strikes me as 

Mr. Brown. And we do not sit down and analyze each one of these 
transactions at the executive level to determine what the result is 
going to be before we decide to take this action. 

This is left strictly in the hands of the sales department who han- 
dles this type of transaction. 

Senator Kerauver. Mr. Brown, what Mr. Dixon is getting at is 
that on your competitive bid of $29.75 for the same product that you 
had negotiated at a unit price of $136 just shortly before, and on 
which a druggist would have to pay $170, I assume that you figure 
your profits, your material costs, your research and various other 
factors and get down about as low as you can in order to make that 
bid of $29.75. The question is, if you can come up with a price like 
that after doing all this figuring, why can’t you at least get your 
price down lower for the druggists to whom you sell ? 

Mr. Brown. Because we operate on the basis of averages, Senator. 
We operate on the basis of average returns. 

Senator Keravuver. All right. 

Anything else? 

Mr. Cuumpris. Mr. Chairman? 

Dr. Buatr. Mr. Chairman, may I just add one clarifying point? 

There is the question of whether on these bids Schering actually 
does make a profit or whether the bids are at a loss. 

Of course, we do not have access to Schering’s cost figures, particu- 
larly its cost on particular sales. However, I would like to point out 
that in January 1959 Schering offered a bid to the Military Medical 
Supply Agency of $25.88 per 1,000 tablets. That works out to $5.17 
per gram. Schering purchased prednisolone in bulk from Upjohn 
for $2.37 per gram. 

Of course, there was a small additional cost for tableting and bot- 
tling. But it would appear that the margin of $2.80 between the 
$2.37 paid by Schering to Upjohn for prednisolone and its offer to 
the military should have been adequate to cover these additional costs 
involving bottling, and so forth plus perhaps a reasonable profit, 

Senator Keravuver. All right, that is all in the record. 

Mr. Brown. There is an old southern expression, that should have 
been, ain’t necessarily is. 

Mr. Cuumpris. Mr. Brown, stating it in a little different way, 
I see from your financial statement that your gross was $75 million. 
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I also see from your financial statement that your costs and other 
charges which include production, cost of sales, selling, research, 
administrative expenses, and royalties, not including income taxes, 
was $55 million, which left you a balance of $20 million. 

Let’s assume on this figure of $29.75 to the military and $170 to 
the druggist, if you reduced all of your sales to the price that you 
gave to ie military, that would be reducing it to 20 percent, which 
would give you a net gross of $15 million as against $55 million 
expenses. 

he U.S. Government would lose $10 million in income taxes alone, 
if you carried that theory further that everything has to be reduced 
proportionately. 

So getting back to what Senator Wiley said, the — again 
comes up—and Senator Dirksen asked this in both of his minority 
reports on automobiles and steel—how far can we go in telling you 
how to run your business or how much can we say to you about what 
your profit should be as long as you keep within the confines of the 
antitrust laws and the other laws of the United States? 

Mr. Brown. I quite agree with you, sir? 

Senator Keravver. All right, Mr. Brown. It has been a long day, 
but there is one matter that we want to get settled. We asked you 
to produce your foreign license agreements, and as of now we don’t 
have them. All the other companies have furnished their foreign 
license agreements. Do you have yours? 

Mr. Brown. Just a minute, Senator. As I understand it, Senator, 
this has been a subject of either discussion or correspondence with 
your staff. 

Senator Krrauver. Yes, we have your domestic license agreements. 

Mr. Brown. This involves some companies which are not parties, 
foreign companies which are not parties to this hearing at all, and 
we have placed this matter in the hands of counsel and my counsel 
advises me that he is awaiting their opinion, and I will endeavor to 
see that we get it as soon as possible and give you an answer on it. 

Senator Keravuver. If you can’t furnish them, we will have to 
subpena them. We have requested them from all of the companies 
ad a0 have complied except you. We are very interested in seeing 
your foreign licenses. They have been subpenaed. 

Mr. Buatr. That’s right. 

Senator Kerauver. We will have to ask that you furnish them at 
the hearing tomorrow, Mr. Brown. 

Mr. Brown. I’m sorry, Senator, I don’t have them but I will 
endeavor to find out about it and give you an answer in the morning. 

My understanding is that the subpena was addressed to the sub- 
ject matter of this hearing, which was the operation of the antitrust 
laws of the United States. 

Mr. Dixon. The antitrust laws include the foreign and domestic 
commerce of companies in the United States. 

Mr. Brown. This is foreign and domestic licensing it seems to me 
rather than foreign and domestic commerce, Mr. Dixon. 

Senator Kerrauver. We are interested in knowing whether an 
international cartel has been built up in the drug business, Mr. Brown. 

Mr. Brown. I would be interested in finding that out too, Senator, 
because we have been in the hormone business and we certainly know 
of nosuch thing. 
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Senator Kerauver. We must ask you to bring your foreign license 
agreements to the hearing tomorrow. 

Mr. Brown. Very well. 

Senator Kerauver. They have been required by subpena and we 
will have to ask that you bring them in. 

Mr. Brown. I am not certain that we can physically get them here. 
We do not have them in Washington today. 

Senator Kerauver. They were subpenaed 8 or 9 months ago, 
Mr. Brown. ‘ 

Mr. Brown. Senator, the subpena, as we interpreted it, did not 
extend to foreign licenses. 

Senator Kerauver. You have received letters from us that we 
wanted your foreign license agreements. You have been told and 
your people have been told, and so we want them here. 

We will stand in recess until 10 o’clock tomorrow. 

(Whereupon, at 4:45 p.m. the hearing was adjourned, to reconvene 
at 10 a.m. Tuesday, December 8, 1959.) 
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TUESDAY, DECEMBER 8, 1959 


U.S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present : Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority; 
Theodore T. Peck, special counsel for minority; Nicholas N. Kittrie, 
special counsel for minority; Horace L. Flurry, assistant counsel ; 
Joseph C. Golden, attorney; Ed Dupree, attorney; Dorothy D. Good- 
win, attorney; Dr. John M. Blair, chief economist; Dr. E. Wayles 
Browne, Jr., economist; Dr. Irene Till, economist; Herschel Clesner, 
special consultant; Lucile B. Wendt, patent consultant; Paul S. Green, 
editorial director; and Gladys E. Montier, clerk. 

Senator Kerauver. The committee will come to order. 

Mr. Brown, will you come around, please? I wish to point out 
that we are very glad to receive copies of your foreign license 
agreements, which I have here. There are a great many of them and 
they are very complicated. It is going to be necessary, Mr. Brown, 
to ask you to come back with your attorney to discuss these foreign 
license agreements with us. We would have been able to have done 
so today had they been sent to us sooner. We subpenaed them in 
March 1959 and April 21, 1959. When they didn’t arrive, we wrote 
Mr. Jurow, your vice president, and general counsel, a letter on 
October 22 asking for the foreign license agreements. We have no 
answer to this letter so far as our records show. 

We appreciate having them now but this is going to necessitate 
another appearance. 


STATEMENT OF FRANCIS C. BROWN, PRESIDENT, SCHERING CORP., 
ACCOMPANIED BY MORTIMER J. FOX, JR., VICE PRESIDENT AND 
TREASURER, AND IRVING H. JUROW, VICE PRESIDENT AND 

GENERAL COUNSEL—Resumed 


Mr. Brown. Senator, I wish to express my personal regrets that 


the committee may have been inconvenienced in the delay in furnishing 
this. 
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I wish to emphasize however that I had no personal knowledge of 
that because this matter was being handled by counsel, and the in- 
terpretation that was placed by them upon the subpena was somewhat 
different than the interpretation that was later placed by the com- 
mittee counsel upon the subpena, and even though counsel for the 
committee wrote a letter stating their interpretation, we believe that 
the subpena must speak for itself, and our interpretation of the 
subpena was that this investigation was not to extend to international 
trade between foreign countries and other foreign countries as dis- 
tinguished between international trade between this country and for- 
eign countries, because we didn’t understand that the antitrust laws 
extended beyond the confines of the United States. 

Senator Kerauver. We will make the subpena exhibit 13 of the 
record and a letter from the subcommittee to your company relating 
to your patent licenses exhibit 14. 

(Exhibits Nos. 13 and 14 may be found on pp. 8360-8361.) 

Senator Kerauver. The subpena says in part “All patents granted 
or assigned to you in any way related to any of the products herein- 
before named which were in effect in 1958,” and “all licenses granted 
to you or by you under any patents in any way relating to any of 
the products hereinbefore named which were in effect in 1958.” 

This says “All.” We pointed out in the letter of October 22 to 
Mr. Jurow that this means foreign as well as domestic: “the import 
of this language was to include all the patent lincenses, foreign as 
well as domestic, for the listed products.” We never heard from 
Mr. Jurow in reply. 

Mr. Brown. I think that letter was of recent date; was it not, 
Senator ? 

Senator Krerauver. October 22. 

Mr. Brown. And it has been in the hands of our counsel since, and 
had the subpena specified that all patents and licenses, both foreign 
and domestic were desired, we would, of course, have been most ready 
to respond to it. But in any event we stand ready to do so now, 
Senator, and I must apologize. 

Senator Kerauver. I hope we can finish with your testimony today 
but it is manifest that it 1s going to take some time to analyze this 
great volume of patents and license agreements. 

Senator Wiley, before we start on another subject, do you want to 
ask any questions ? 

Senator Witry. Well, I guess I have a lot brewing, but I made my 
position pretty clear yesterday and trust that today we will get into 
what I think is the important issue. 

For instance, let me say I have heard a lot of criticism in relation 
to the advertisement about drugs, but I question whether that is a 
function of this committee. 

I question again whether it is a function of this committee to go 
into the matter of pricing of drugs unless it can be shown that the 
pricing results from illegal agreement between the various drug 
corporations in violation of antitrust and monoply laws. 

I feel that that is a thing that we are interested in. I have heard 
a great deal of criticism about this drug advertising that we see on 
television. I think that is a matter that might be gone into but not 
under the provisions of this committee. 
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I feel that drugs, if they have a part to play in the life of 
America today, it is in providing cures, not in suggesting sicknesses. 
There is a tremendous mental effect upon the public in adds suggesting 
ills, suggesting symptoms, creating fears which result in folks buying 
drugs. 

Now, I am interested in seeing whether or not you can show that 
these alleged exorbitant profits in the drug industry are a result of an 
illegal combination between the various companies that manufacture 
the drugs. 

I am satisfied that if certain drugs have a medicinal value, then 
there is a moral responsibility on the companies to see to it that the 
public that needs them can obtain them at reasonable prices. 

But outside of that, I question whether we should go up every 
alley and every tangent in relation to prices. 

Senator Kerauver. Thank you very much, Senator Wiley. We 
had planned at a later hearing to show through testimony of small 
drug companies themselves the direct relevance of advertising, how 
it is that they cannot participate in the market and why it is that the 
big companies have such a large part of the business, even though 
they charge high prices. 

We also feel that in relation to the antitrust laws, advertising has 
a direct relationship to price. It is price manipulation that brings 
about monopoly and has a direct relation to concentration, so that I 
think we will connect it all up very well at the end. But that is not 
a matter to be gone into today, and we will go over it with Senator 
Wiley before we do. 

We want to start this morning with the relationship of domestic 
agreements entered into by Schering with other domestic companies 
and their effect upon concentration of monopoly. 

We cannot discuss the agreements with foreign companies because 
we haven’t had a chance to analyze them, but we have analyzed the 
agreements entered into by Schering with other companies: whether 
they allow for competition, whether they are restrictive, whether they 
are forcing the prices upward, and whether they are leading to 
monopoly. 

Exhibit 15 analyzes very briefly the various agreements that have 
been entered into, and it will be described by Miss Irene Till. 

Miss Irene Till is one of the leading economists on the subject of 

atents today. She was coauthor with Dr. Walton Hamilton of the 

NCE monograph, “Antitrust in Action.” 

She was the chief economist for Senator Bone’s committee, which 
conducted an investigation of patents. 

_After Dr. Till’s presentation, we will ask Mr. Brown some ques- 
tions about the domestic agreements. Dr. Till, would you explain the 
content of the agreements that Schering has entered into with various 
domestic companies? 





7918 


ADMINISTERED PRICES 


(Exhibit No. 15 follows :) 


Date 


Jan. 1,1948 
May 4, 1955 


May 26, 1955 


July 1,1955 


Apr. 8, 1957 
Aug. 22, 1958 


Feb. 9, 1959 


1959 (?) 





Other parties 


Parke, Davis- 


Pfizer 


Parke, Davis_ 
Ciba, New 
Jersey. 


Upjohn 


Merck......-- 





Patent agreements—Schering 


Product 


Sex hormones. 


Prednisone 
and predni- 


6-methyl 
prednisolone 
(Medrol). 


Dexametha- 
sone, 


Status Restrictive 


practice 


Early patents__.| Parke, Davis to 
sell in packaged 
form only. 

Each to sell in 
packaged form 
only. 

None 


Interference- -.-- 


Each to sell in 
packaged form 
only. 


Parke, Davis to 
sell in packaged 
form only. 

Ciba to sell in 
packaged form 


only. 

Schering to sell 
only in finished 
form in mix- 
tures. 

Agreement not 
supplied. 


Patent held by 
Upjohn. 


Interference 


Compliance 


Merck sells in 
bulk; Schering 
complies. 

a sells in 
bulk only to 
Schering; 
Schering, no 
bulk sales. 

Pfizer makes bulk 
sales predni- 
solcne; Schering 
complies. 

Parke, Davis 
complies. 


Ciba complies. 


Schering has not 
- marketed; 
Jpjohn makes 
no bulk sales. 
Merck and Scher- 
ing sell in 


United States 
only in packaged 
form. 


Note.—No record of a license grant to Syntex which Syntex requested from Schering in 1957. In 1957 
Schering instituted suit against Syntex for infringement of its process patents; Syntex reciprocated with 
infringement action against Schering on its patent No. 2,579,479 issued Dec. 25, 1951. In November 1958 
this case was settled with lump-sum payment by Schering (amount unknown) and the issuance of a fully 
paid-up license to Schering. 


Miss Tru. Mr. Chairman, Schering reported five agreements relat- 


ing to prednisone and prednisolone. As pointed out yesterday, there 
is no patent now issued on either of these products. Both are in- 
volved in interference proceedings in the Patent Office. The five 
agreements were with Merck; Upjohn, Pfizer; Parke, Davis; and 
Ciba. The agreements provide that all of these companies shall pay 
interim royalties on an unconditional basis to Schering for a period 
of 3 years, in most cases from the date that the contract was entered 
into. 

The royalty is 3 percent on packaged sales. This sounds like a 
small amount, but when one realizes that a price to the druggist for 
100 tablets is $17.90, a 3 percent royalty amounts to about 45 to 50 
cents on every bottle of 100 tablets, and it will be recalled that yes- 
terday the estimated cost for Schering was $1.57 per 100 tablets. 

In the case of Parke, Davis, the interim royalty is even higher. It 
is 5 percent. In the case of Ciba a 3 percent—— 

Senator Keravuver. Ciba is a Swiss concern, is it not? 

Miss Titi. It is Swiss-owned with offices in New Jersey. Ciba 
agrees to pay 3 percent on all of its package sales until January 1, 
1962, or until the Patent Office actually rejects Schering’s patent 
application, whichever is earlier. In addition, virtually all of the 
agreements provide that the companies shall sell in packaged form 
only. Inthe case of Merck, in the case of Pfizer, in the case of Parke, 
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Davis and Ciba, all agree that sales shall be made in packaged form 
only. 

i the case of Upjohn there is no such provision. 

However, it is a fact that Upjohn has made bulk sales only to 
Schering Corp. and Schering itself of course has made no bulk sales 
of any kind with respect to these products. 

Thus the stage was set very early for a — control of predni- 
sone and prednisolone, under which the small companies could not 
get access to the bulk material. 

I might say that the Merck, Upjohn, Pfizer contracts were made 
in 1955; that with Parke-Davis in 1957, and Ciba’s in 1958. How- 
ever, a situation developed. ‘There was in Mexico a small independ- 
ent company at that time called Syntex which was marketing some 
of these steroid products. Syntex has an excellent research staff. 
It had at that time no clinical testing facilities, and of course no 
marketing facilities in the United States. As early as 1950 it had 
hit upon prednisone or something very like it and acquired a patent 
from the U.S. Patent Office in 1951. 

When Schering came on the market with prednisone and predni- 
solone in 1955, Syntex apparently was quite uncertain of its position. 

Senator Keravver. Dr. Till, may I interrupt? I understand that 
the steroid products sold by Schering, prednisone and prednisolone, 
have a vegetable base. They started out with ox bile as the original 
source material and then some bright researcher discovered how to 
make it out of Mexican yams. Isn’t that the truth? 

Miss Titi. That’s correct. The original development of cortisone 
was from ox bile, which Merck used and still uses. Then came the 
discovery that the material could be secured from Mexican yams, and 
thus an industry developed in Mexico. 

Senator Witry. May I interrupt to get this clear in my own mind 
at least ? 

It is claimed, as I understand it, that Schering has patents. 

Senator Keravver. It has no patents. 

Miss Trxx. Senator, Schering has some process patents. 

Senator Witry. Some what? 

Miss Titi. Process patents. A process patent of course provides 
less protection to a company than a product patent. What is at issue 
here is the product patent, and whichever company gets it, you see, 
will be in a position to exclude any other company from manufac- 
nt that product for a period of 17 years while the patent is in 
eifect. 

Senator Witry. Then as I understand it—— 

Miss Tirtu. The patent is not issued yet. 

Senator Wier. On what basis do they charge a royalty ? 

Miss Titi. That is a good question, Senator Wiley. 

Senator Wirry. I want to get at that, because I assume from the 
way you started in, there is some question of patent rights and whether 
they provide a basis for royalties. If they have patent rights, there 
is nothing wrong about charging royalties. 

Miss Tritt. They have no patents, Senator Wiley, up to the present 
time. There are several companies in interference in the U.S. Patent 
Office. An interference occurs when several companies are moving 
down the same research area, alley, as it were; each one hits upon 
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the product at approximately the same time; all file patent 
applications. 

The Patent Office is then in the position of having to make a decision 
as to who should get the patent, and that is exactly the status of 
prednisone and prednisolone. : 

Now, if I may get back to Syntex, the little Mexican company, 
Syntex had a patent on something that was apparently very close to 
prednisone. Nevertheless, it was uncertain of its patent position in 
about 1955 and asked Schering for a license. 

At this time Schering had licensed Merck, Upjohn, and Pfizer, 
the three American producers, manufacturers of these products in 
the United States. 

According to Fortune for August 1958, quoting Irving Jurow, the 
Schering counsel: 

We said no because they are a bulk supplier and, perhaps getting more to the 
point, they have a reputation—— 

Senator Kerauver. I didn’t understand that. 

Miss Tint. This is a quotation from Fortune magazine, August 
1958, on an article on Schering. 

Senator Kerauver. Quoting who? 

Miss Tint. Irving Jurow. 

Senator Kerrauver. The general counsel and vice president. of 
Schering? 

Miss Titi. Yes. Irving Jurow is reported to have replied: 


We said no because they are a bulk supplier and, perhaps getting more to the 
point, they have a reputation for knocking the pants off prices. 


Nevertheless, since it had a patent, Syntex began making bulk 
sales of prednisone in 1957. With that situation facing them, Pfizer 
decided it, too, would sell in bulk; and Merck then decided it would, too. 

So thus the situation exists at the present time of Merck and Pfizer 
selling these products in bulk; Upjohn sells in bulk only to Schering; 
and Schering, Parke, Davis and Ciba sell only in packaged form, — 

Yesterday we were informed by Mr. Brown that Syntex had also 
been licensed. We have no copy of this license agreement. 

The prednisone interference, by the way, involves Syntex, 
Schering: 

Senator Kerravuver. Let’s see, can we get a copy of that license 
agreement ? 

Mr. Brown. Just a minute, Senator. 

There is a letter in which we have agreed to give them a license, 
but the actual license has never been executed—my testimony must 
therefore be modified. 

Mr. Dixon. What is the date of that letter ? 

Mr. Brown. Just a minute. 

Senator Kerauver. Do you havea copy of the letter? 

Mr. Brown. Mr. Jurow informs me that a copy of this was fur- 
nished to the committee. 

Senator Kerauver. The committee staff doesn’t seem to have seen it. 
_ Mr. Brown. We furnished a vast quantity of papers, Senator, and 
it is entirely possible that some mistake was made on either side, but 
we have a copy of it and it is available, if you desire it. If we don’t 
have it here, why, we will procure it and furnish it to you. 
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Senator Kerauver. Mr. Jurow, see if you have it here, will you? 
That is an important point. 

Mr. Brown. He is looking for it now. 

Senator Keravuver. Very well. 

(The agreement referred to may be found on p. 8878.) 

Senator Kerauver. Go ahead, Dr. Till. 

Miss Tru. Shortly after Syntex began selling prednisone in the 
United States, Schering instituted a suit for infringement under its 
process patent. Syntex retaliated with a suit of its own charging in- 
 eatyeent a of its patent, suing both Schering and Merck. 

These two suits were settled in November 1958, with lump-sum 
payments by both Merck and Schering for a fully paid-up license. 

Senator Kerauver. My Merck and whom? 

Miss Tru. Schering, to Syntex. 

Senator Kerauver. How much were they paid, do you know? 

Mr. Drxon. Would you tell us how much, Mr. Brown? 

Senator Kerauver. Perhaps we had better get back to that. 

Mr. Brown. Do you care to inquire into the terms of this settle- 
ment, Senator? 

Senator Keravuver. I think we will, in due course. They had a 
patent, apparently, and sued for infringement and you paid them off. 
So we want to know how much. 

Mr. Brown. Just so that the record may be clear, the suit had no 
relationship to the sale of prednisone. The suit was a suit for declara- 
tory relief tecedite by Schering Corp. against Syntex in the only court 
which, as I am informed, had jurisdiction of it, namely, the District 
Court for the District of Columbia, because Syntex was a foreign 
corporation. Syntex, the day following our suit, brought a suit for 
infringement against Schering Corp. in the District Court for New 
Jersey, and the two cases were consolidated and thereafter a settle- 
ment was arrived at by Schering Corp. on the basis of a lump sum 
payment. 

The description that has been given was the Schering and Merck 
made a settlement. If Merck made a settlement, this was done inde- 
pendently under separate negotiations without consultation with 
cilia Corp., and the terms of this settlement we have no knowl- 
edge of. 

Senator Kerauver. What were your terms? 

Mr. Brown. I will have to consult my associates and find out what 
the exact payment was. 

We made a lump-sum payment for a release from all claims under 
this patent, not only for prednisone and prednisolone but for any 
other products of any kind or character which it might cover. 

Senator Kerauver. Perhaps Mr. Jurow could tell us how much 
was paid Syntex by Schering. 

Mr. Brown. If I may be permitted to complete my statement, Sen- 
ator, because I think it is important that you understand this. 

The description that has been given of this patent was that it 
covered prednisone or something like it. As I tried to point out in my 
remarks at the outset of my testimony, slight changes in steroids have 
big differences. The change in the cortisone molecule to produce 
prednisone was a slight change, but the difference in the end product 
was a vast difference. 
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Therefore, either this patent covered prednisone or it covered some- 
thing like it. 

I say that it did not cover prednisone but it had a broad claim to 
a class of compounds. There was no disclosure of prednisone, and a 
description that this covers either prednisone or something very close 
to it 1s a highly deceptive description from the standpoint of both 
the therapeutic qualities of any product which may have been in- 
volved and the chemistry in this most highly involved field of 
chemistry. 

This is the Swiss watchmaking of chemistry, the most involved 
form of chemistry, and the von of slight changes produce vast 
differences in the end product. 

Senator Witry. May I ask a question, Mr. Chairman ? 

Senator Kerauver. Yes, Senator Wiley. 

Senator Wizry. I notice now we have gotten to the point where 
you do have a patent. That is correct, is it, action against Schering 
on its Patent 2579479 

Senator Keravuver. Process patent. 

Senator Witxy. That was issued in 1951? 

Mr. Brown. This was the patent of Syntex Corp., which covered 
a class of products which they contended had included prednisone and 
prednisolone within the general description. 

Our contention was that if it did include prednisone and predni- 
solone within this general description, that the claim was open to 
attack as being of doubtful validity. We acted on the advice of 
counsel after the issue had been put in the court, and on the basis of 
the advice of competent counsel, we decided to settle the case by takin 
a license or a quitclaim on the basis of a lump sum payment which 
covered not only past sales but future sales, not only of this product, 
but any other product of this class which we might ever make in 
the future. 

Senator Witry. Perhaps I was mistaken about it. I was just read- 
ing what is in front of me. 

What I am getting at is, what was the basis of royalty charge of 
these different firms that you sold this material to? 

Mr. Brown. We had made an invention, and each of these com- 
panies came to us stating that they intended to market the product, 
and suggesting that they would like to obtain licenses from us, know- 
ing from statements which we had made publicly that patent appli- 
cations either had been or would be filed on our compounds, and 
that if we were successful in getting these patents, they would need 
licenses from us, and they negotiated with us to obtain licenses first 
requesting licenses without the payment of royaltites, which we re- 
fused to give. 

The rapid mortality rate in the discovery of new products in this 
industry is such that we felt that if we were to give licenses, 
we wanted payments of a royalty rate of 3 percent, which we con- 
sidered to be a modest royalty, and we asked for it for the first 3 

ears. 

‘ This had no relationship to the Patent Office proceedings. It did 
not involve any agreement on the part of the parties to settle the 
Patent Office dispute. This Patent Office dispute is still pending, 
and we have done on very best to bring it to a conclusion. 
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We applied to have this case made special; it was made special. 
Various applications have been made by the other parties to the inter- 
ference asking for delays, which we have opposed uniformly, and 
we have pressed this to the utmost. 

But as you undoubtedly know, Senator, this is one phase of the 
Patent Office procedure which is very slow, and when you have a 
multiparty proceeding, it takes years to dispose of it. And during 
this period the rights of all parties are uncertain. 

Senator Kerauver. All right. 

Suppose, Miss Till, you finish your description of the situation. 

Miss Tint. I might point out to Senator Wiley that the patent 
law provides for protection to an inventor for 17 years. On the 
basis of these agreements, however, Schering, if it gets the patent, 
not only receives these interim royalties on its — application, 
but in addition may collect royalties for 17 years beginning from the 
date of the issuance of the patent. 

I should point out that in the prednisone interference, the follow- 
~~ companies are involved: 

yntex, Schering, Upjohn, Merck, Pfizer, and Ciba, all companies 
with the exception of Syntex—and we just learned about its licensing 
yesterday—who are involved in these agreements, 

In the case of prednisolone the companies involved in the inter- 
ference are: 

Upjohn, Pfizer, Schering, Merck, and Ciba. 

In addition to prednisone and prednisolone, Schering has agree- 
ments with respect to two other newer steriod products. One is 6 
methylprednisolone which Upjohn holds the patent on, and which it 
markets under the name of Medrol. That agreement provides that 
Schering may sell only in finished form, and at the present time 
Upjohn is the only marketer. Schering has not yet put its product 
on the market. 

In the case of the next product, dexamethasone, it too is involved 
in an interference proceeding. No patent has yet been issued. In 
this case we know that there are only 3 companies that are marketing 
dexamethasone: Merck, under the name of Decadron, Schering with 
the trade name Deronil, and Ciba under the trade name of Gamma- 
corten. In no case are there any bulk sales to the small companies. 
We have not received a copy of the license agreements in the case of 
dexamethasone. , 

Senator Krerauver. Will you furnish a copy of the license agree- 
ment in the case of dexamethasone? 

Mr. Brown. There are none to which we are a party, Senator. 

Mr. Drxon. Are there any letter agreements or any correspondence 
relating to it? 

Mr. Brown. There are no verbal commitments. There are no pre- 
liminary agreements, There are no protocols, no letters and no final 
agreements. 

Mr. Dixon. But are you manufacturing the product? 

Mr. Brown. We discovered dexamethasone in our own labora- 
tories, We make it in our own factory and we sell it through our 
own, under our own label. 

Mr. Dixon. So far as Schering is concerned, you have entered into 
no cross licenses while this interference is pending? 
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Mr. Brown. No, sir. j 

Senator Kerauver. Miss Till, let me ask you one question. 

To get the significance of what we are talking about, all of these 
license agreements, as I understand it, in all cases except Upjohn’s 
sale of prednisone to Schering, provide that they shall sell in tablet, 
or shall not sell in bulk form but in finished form only. 

Miss Titi. That’s right. 

Senator Kerauver. Does that mean in pills, or how is it made up? 

Miss Tint. Yes, in tablets, in bottles already wrapped up in 
packages; in a word, the material ready for delivery to the retail 
druggist. 

Senator Keravuver. Then that means that if Schering gets the 
process patent, or any one of the big companies gets the process patent, 
these little companies will not be able to buy the material in bulk at all. 

Miss Titi. That’s right. The little companies of course have not 
been able to get into the retail drugstores because they are unable to do 
the advertising and carry the financial costs of detail men, so that 
doctors do not prescribe their products in most cases. They have, 
however, been very active in connection with sales to Government 
agencies, private hospitals, cities, State governments, and the like. 

If the patent issues to any of these large companies, itwill be in a 
ee to stop all bulk sales at once unless the agreement which we 

1ieard about yesterday, this letter agreement between Syntex and 
Schering, may allow Syntex to sell. 

It might be pointed out, by the way 

Senator Keravuver. Let’s get this straight. If any one of the large 
companies—by virtue of these covenants and agreements to sell the 
finished product only—gets the process patent, in the first place the 
little companies can’t continue to make it; is that correct ? 

Miss Titi. They do not manufacture in any case, There are only 3 
manufacturers in the United States, Merck, Upjohn, and Schering. 
They simply buy in bulk, tablet and put in bottles. 

Senator Krravuver. It means then they will have to buy the finished 
product and it means that their sales to hospitals or to the Govern- 
ment at these lower prices which we discussed yesterday would have 
to be discontinued ; is that correct ? 

Miss Tiru. They would have to pay the same price as the retail 
druggist presumably, or something close to it, so that they would be 
in no position to engage in competitive activity. 

Senator Keravuver. Anything else, Miss Till? 

Miss Tix. It should be pointed out that the agreements both with 
respect to prednisone, prednisolone and the new product dexame- 
thasone are based upon no currently issued patent. 

The whole structure of license agreements, whether written as in 
the case of prednisone and prednisolone or presumably verbal as in 
the case of dexamethasone are premised entirely upon patent applica- 
tions, which have not been passed upon by the Patent Office, and 
which have no legal status that we know of. 

Mr. Brown. Senator, may I ask whether my veracity is being 
questioned by the statement that this lady has just made that pre- 
sumably dexamethasone is covered by verbal agreements, because I 
have strongly stated that such is not the case insofar as Schering Corp. 
is concerned. 
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Senator Kerauver. The dexamethasone seems to sell at the same 
price by all of you big companies. 

Mr. Brown. May Lask, Senator: 

Senator Kerauver. Miss Till, what is the situation ? 

Mr. Brown. May IL ask for a reply to my inquiry ¢ 

Senator Kerauver. Yes, surely. 

Miss Trtu. Mr. Brown, of course, what I meant was that presum- 
ably there must have been some kind of an exchange, a communi- 
cation, & conversation, some sort of an understanding as a result 
of which Schering is marketing: 

Mr. Brown. I have already outlined, if I may say to you, Sen- 
ator, so that you will not be misled by this, that Schering Corp. 
discovered this compound in its own laboratories, synthesized it 
and is making and selling it strictly on its own. 

Now I don’t know the basis for, certainly the legal basis, and if 
I may say so as a human being, I fail to see the “basis, any basis 
for a presumption that there has been any understanding concern- 
ing the licensing of this compound, which would form the predicate 
for the statement that this lady has just made, and I have stated 
the contrary in open hearing, and I vouch for it by my own veracity. 

Senator Knrauver. We will take your word for that. 

Now let’s get to prednisone and prednisolone. Miss Till, you 
have had a good deal of experience in patents, and we have con- 
ferred with officials in the Patent Office. 

When anyone has a patent, of course they are entitled to be pro- 
tected and to get a royalty, but what _ the basis of extracting a 
royalty when no patent has issued? I don’t know whether Miss 
Till has had experience on that point or not. Perhaps we had 
better ask Mr. Brown. You have no patent, you point out on page 
3 of your statement, or prednisone and prednisolone. How do you 
legally generate such a restrictive agreement ? 

Mr. Brown. In the first place, Senator, I don’t believe that this 
is a restrictive agreement. It is rather an agreement by which the 
uncertainties hanging over the ownership or right to the issuance 
of a patent has been cleared up and cross licensing is a system by 
which these uncertainties are put to bed so that the product can be 
marketed with the certain knowledge that when the patent does is- 
sue, regardless of who gets it, it will not interfere with the market- 
ing of the product from that point on. 

Senator Kerauver. Mr. Brown, what do you have to license? 
You have no patent. 

Mr. Brown. We have made an invention, and this invention has 
been acknowledged universally throughout the scientific world as 
the invention of Schering Corp. 

Senator Keravuver. But all the others claim that they have made 
the invention and they have filed interference. I could go down and 
file an application for a patent. It would be an interference and then 
I could charge 3 percent or 5 percent to anybody who used the »rod- 
uct if I could get. by with it, and have a restriction and nobody 
would sell it except in packaged form. If that isn’t eaieine % 
don’t know what you call it. 
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Mr. Brown. Let me inquire a little further about that. May I ask 
a question, Senator ? . : 

Senator Krrauver. Please explain what it is you are licensing. 

Mr. Brown. May I first ask a question because statements have 
been made by the lady at the table here and I would like to ask the 
basis for the statement that the license agreements provide—and I 
wrote this down and I believe correctly—that the licenses shall sell 
in packaged form only. Now would someone kindly quote this lan- 
guage from the license agreements for your benefit, Senator, because 
I think it is important that you not be misled. 

Senator Kerauver. I think she said they shall not sell in bulk 
form, except Upjohn, and it just hasn’t been done. All right, let 
Miss Till answer the question. 

Miss Tru. Mr. Chairman, the agreement dated May 24, 1955, be- 
tween Schering and Merck provides in section 2A : 

All such licenses being expressly understood to authorize the sale in specialty 
form only of licensed compound. 

Mr. Brown. This does not say that it shall be sold only in pack- 
aged form. It does not expressly authorize the license of the sale 
in bulk, but there is no restriction in this agreement against bulk 
sales pending the issuance of this patent. 

Senator Kerauver. What isthe meaning of “specialty form only”?! 

Mr. Brown. There is no restriction in this license against the sale 
of the material in bulk form pending the issuance of a patent. There 
is no way in which we would have any right to enforce the restriction, 
the restraint upon bulk sales, and bulk sales have in fact occurred. 


Senator Krrauver. What does “specialty form only” mean ? 
Mr. Brown. It means in ee form. The license which we 


granted was a license in package form, but there is no restriction in 
this agreement against the sale in bulk form until the patent issues. 

Senator Kerauver. What does that mean? Read it again, Miss 
Till, and let’s see. Read that section of the agreement with Merck 
again. 

Miss Tr. This time I might read the Schering-Pfizer agreement 
which is dated July 1, 1955. Actually it is the same language I 
believe : 

Such license being expressly understood to authorize the sale in specialty 
form only of the licensed compound. 

Senator Kerauver. “Specialty form only”: what does that mean! 

Mr. Brown. Specialty form only means in pharmaceutical pack- 
aged form. But there is no restriction in this agreement against the 
sale in bulk form. The only restriction would be if a patent issued. 

Senator Krrauver. What does “only” mean? I don’t know any 
other way to express it. 

Mr. Brown. I beg your pardon. 

Senator Kerauver. You authorize them to sell in “specialty form 
only”? 

Mr. Brown. Under this license, yes, but there is no patent, Senator. 
Until the patent issues, there is no basis on which we could enforce 
the restraint of bulk selling, and bulk sales have in fact occurred, and 
I think you will find that the merchandisers which were mentioned 
of prednisone and prednisolone are selling bulk material which are 
obtained from some one of these suppliers. 
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Senator Kerauver. Miss Till, do you want to read another? Miss 
Till. Let me read from the agreement of August 2, 1958, between 
Schering and Ciba, which provide article 2: 

Schering hereby grants to Ciba and Ciba hereby accepts from Schering a non- 
exclusive personal and nontransferable right and license to make and sell in 
final package form in the United States, its territories and possessions. 

Senator Kerauver. What does that mean, Mr. Brown? 

Mr. Brown. It speaks for itself, Senator. 

_ Senator KEFAUVER. I can’t see how it is any clearer. It says here 

specialty form only.” If that “only” doesn’t mean that you can’t 
sell any other way except specialty form, then I don’t understand the 
English language. 

Mr. Brown. ‘The implications and statements are that we have put 
restrictive clauses which prevent bulk sales. Then I ask how is it 
that bulk sales are currently occurring? 

Senator Kerauver. You probably are just not enforcing them. 

Mr. Brown. We have not sought to enforce restrictions against 
bulk sales. 

Senator Krerauver. Who is selling in bulk? 

Mr. Brown. I beg your pardon? 

Senator Kerauver. Which one of these big concerns is selling in 
bulk? 

Mr. Brown. I understand from the trade that it is being sold by 
Pfizer and by Merck, Pfizer, prednisolone and Merck, prednisone and 
tag oe And as you know from the record, we have purchased 

rom Upjohn. 

Senator Kerauver. You were attempting in these agreements to 
prevent them from selling in bulk? 

Mr. Brown. We were attempt ing to license them to sell in packaged 
form only upon the issuance of a patent. 

Senator Kerauver. And after Syntex started selling in bulk, the 
system broke down. Pfizer started selling some in bulk and then 
perhaps others did. And you couldn’t enforce your covenant because 
you didn’t have a patent. 

Mr. Brown. To the best of my recollection and I must rely only 
upon trade information in making this statement, the first sales of 
prednisone were not made by Syntex but were made by one of the 
other companies, 

Senator Krerauver. Which one? 

Mr. Brown. I assume Merck. 

Senator Krrauver. Anyway, what you were attempting to do in 
your contract. and what you thought you had gotten them to agree to 
do was to pay you a commission on something you didn’t have a 
ae on, and through a restricted covenant that the product they 

ought from you they would sell in packaged form only. 

That is what you were attempting to do, i is that correct ? 

Mr. Brown. Senator, are you attributing to me thoughts of my 
mind or is this an inquiry as to the thoughts that ran through my 
mind? 

Senator Keravver. I am just reading the paper here. 

Mr. Brown. Well, I ask you is this an inquiry into the processes of 
my mind? 

Senator Keravuver. Is that what you meant by this contract ? 
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Mr. Brown. I am inquiring is this committee undertaking now to 
go into the question of thought control ? 

Senator Kerauver. Not thought control, just paper control. 

Mr. Brown. It seems to me this is a very vital question of personal 
liberty. 

Senator Krrauver. What was your intention in this contract? 

Mr. Brown. Senator, if you ask me as to my intention you ask me 
the things that ran through my mind, and I believe that is the personal 
privilege of an American citizen to have his thoughts, his thoughts, 
his personal thoughts private, and that this committee has no right to 
inquire into the subject. 

Senator Krrauver. I don’t want to inquire into your thoughts. It 
is quite obvious that the contract intended that they should pay 3 
percent in one case and 5 percent in the case of one other, and the 
product they bought from you should not be sold except in packaged 
form or specialty form, and that you did this on something you didn’t 
have a license on. 

Mr. Brown. We did it on something on which we had made an 
invention in our opinion, and for which we had pending patent ap- 
plications. We did not solicit the licensees to take licenses from us. 

They solicited us to obtain licenses from us, and they wished this 
for their protection just as we wished the cross licenses for our pro- 
tection so that we could be assured of marketing our product on a 
continuing basis regardless of who got the patent. 

Senator Krrauver. Do you or your counsel feel that these agree- 
ments are still in effect? 

Mr. Brown. Yes, they are still in effect. 

Senator Krravuver. In spite of the fact that they are being violated ? 
Why don’t you bring suit against these violations ? 

Mr. Brown. Senator, if you will be kind enough to give me an 
opinion to the effect that we have, the right to bring a suit and how 
we could enforce this by judgment in court, I will be very glad to 
take this under consideration. 

Senator Krrauver. Frankly, Mr. Brown, I don’t profess to be a 
patent lawyer, but I don’t think your agreements are any good. I 
thing you are getting money on something that you didn’t have 
a patent on, that you are trying to put a restriction on the use of a 
product which you did not have a patent on. They are now not fol- 
lowing the agreement and you are not bringing suit, so perhaps you 
have come to that same conclusion. 

Mr. Brown. We obtained the payments of substantial royalties 
under these agreements which we felt we were entitled to because we 
had significantly advanced the cause of medicine in the discovery of 
these compounds. 

The question of whether or not we were able to get the patents 
would depend upon the technical matter of filing dates, conceptions, 
because many different research workers have been working in re- 
lated fields, and it was entirely possible that the patent. might issue 
to one or the other companies based upon some of this work, just as 
it might issue to us regardless of the fact that we had done the 
things which were of the essence of invention. 

We had discovered the compound in our laboratories, We had 
tested it in animals. We had carried these tests through to man. 
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We had furnished the clinical material on which the initial an- 
nouncements were made to the medical profession, and the medical 
profession accepted this as a very important development, and these 
we felt had all of the elements of invention for which we were entitled 
to reasonable compensation from the date of the issuance, from the 
date of the execution of these licenses. 

Senator Kerauver. You say that you would have agreement in the 
event that license went to one of the other companies ? 

Mr. Brown. In the event the patent 

Senator Keravuver. The patent ? 

Mr. Brown. Yes, sir. 

Senator Krrauver. What if the patent went to Pfizer, for instance? 
Pfizer has been paying you 3 percent. 

Mr. Brown. Then we would have to pay them. 

Senator Kerauver. Then from then on, you would have to pay 
Pfizer 3 percent, is that right? 

Mr. Brown. That is correct, yes. 

Senator Kerauver. From then on, you could sell in specialty form 
only, is that right? 

Mr. Brown. Counsel informs me that that is a reciprocal provision 
insofar as we are concerned. 

Senator Kerauver. So from then on, none of you could sell in bulk 
form to these little companies ¢ 

Mr. Brown. We do not generally engage in bulk selling. We went 
through this experience and we found that it wasn’t the type of 
business that. we knew how to handle. 

Senator Kerauver. But Upjohn sells in bulk form to you. From 


then on, they would have to sell in packaged form. Wait a minute, 
that is wrong. As a matter of fact, the four of you sell in bulk 
form back and forth, don’t you ? 

Mr. Brown. I don’t believe that we have made any bulk sales to 
any of the other companies, Senator. 

Senator KErAvuvER. ee makes bulk sales to you. 


Mr. Brown. We have bought from Upjohn 

Senator Keravuver. On prednisolone? 

Mr. Brown. We have also bought from Merck. 

Senator Kerauver. But there is no restriction in selling in bulk 
form to one another. This means that when the product is put on 
the market, it has to be in boxes by one of these companies, when 
the patent is granted ? 

Mr. Brown. I regret, Senator, it is a matter of interpreting this 
agreement and I haven’t read it for some time and I can’t answer your 
question. 

Senator Keravuver. Let’s see if I get this straight. If your con- 
tract had been legal or enforcible, or in any event when the patent 
is granted, if it is granted to one of the member in this license agree- 
ment, then you can sell in bulk form to one another, but the parties 
to the agreement cannot sell in bulk form to somebody else. They 
have to sell their product in specialty form only, isn’t that true? 

Mr. Brown. The license as I understand it provides that it must 
be sold in specialty form only, but this is a provision which cannot 
be enforced until the patent issues, because until the patent issues, 
there is no right to restrict anyone’s freedom of action. Any one 
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of these companies could have sold this compound without obtaining, 
without entering into this cross-license arrangement just as we could 
have. But then there would have been hanging over the situation 
the uncertainty which might well have restrained any one of us 
from putting as much in the development of these compounds as we 
did. 

Senator Keravuver. Mr. Brown, if it cannot be enforced until the 
patent issues, then why did you put this provision in the contract? 

Mr. Brown. Senator, the provisions of the contract were one thing. 
The patent is another thing. And the patent is the only way in 
which you could have enforced a restriction on the sale of the product. 

Senator Krrauver. As a matter of fact, you did enforce it; it was 
carried out on this basis for some time, wasn’t it? 

Mr. Jurow, I was interested in what you were quoted as saying 
in Fortune. Will you tell us whether that is correct or not? Accord- 
ing to Fortune of August 1958, you refused Syntex a license, and 
you said: “We said no, because they are a bulk supplier and, perhaps 
getting more to the point, they have a reputation for knocking the 
pants off prices.” 

Mr. Brown. May I say, Senator, that some of the quotations 
attributed 

Senator Krravuver. Let Mr. Jurow answer. 

Mr. Brown (continuing). Attributed to me in this article are not 
accurate. 

Senator Kerauver. This is by Mr. Jurow. Will you answer this, 
Mr. Jurow? 

When Syntex came to you and wanted to be licensed, you are quoted 
according to Fortune as saying, “We said no because they are a bulk 
supplier and they have a reputation for knocking the pants off prices.” 

r. Jurow. The first part of that statement may not be exactly 
verbatim what I said. 

But I did make that observation not in connection with any request 
on their part of a license on predmisolone. That statement was made 
when I was discussing with this reporter the request that Syntex 
had made back in 1947 or 1948 for licenses under the sex hormone 
patents at the time when we were under Government control, and at 
the time when we had a violent difference of opinion with the office 
that directed us and supervised us as to the wisdom of licensing 
Schering’s patents at that time. 

This statement therefore was not made in the context of any dis- 
cussion about any of the products or compounds that are being 
talked about here, nor was it in the context of the discussion that 
was taking place at that time. 

I did not make the statement, the second part of that statement. 
I do not normally speak that way. I may have given that impres- 
sion, and that may have been the reporter’s impression—the impression 
he got. 

Senator Krravver. You were also quoted as saying, “They have a 
reputation for knocking the pants off prices.” 

Mr. Jurow. That is the part I am referring to at this moment. 

Senator Krravuver. Mr. Jurow, while you are at it, you are a good 
patent lawyer? 

Mr. Jurow. I am not a patent lawyer, Senator. 
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Senator Kerauver. You are a good lawyer? 

Mr. Jurow. Thank you very much. 

Senator Krrauver. You have been in this business quite a while. 

Mr. Jurow. Coming from you as a good lawyer that is a 
compliment. 

Senator Krravver. I have forgotten how to be a lawyer some- 
times. But speaking just as a lawyer, in regard to efforts to restrict 
distribution and to collect royalties on a patent which you do not 
have, isn’t that a clear-cut violation of the antitrust laws? 

Mr. Brown. Senator, may I answer this question ? 

Senator Krerauver. No, I am asking Mr. Jurow, as a lawyer. Do 
you want to answer? If you do not, Mr. Jurow, just say you do not. 

Mr. Jurow. Would you mind repeating the question? Let me 
repeat, if I may, the question as I understand you put it to me. 

Senator Kerauver. Let me ask it again. 

Entering into an agreement to try to restrict the distribution of a 
product and to collect a royalty from somebody else on that product 
yrior to the issuance of a patent, on a product on which you do not 
ive a patent—isn’t that a clear violation of the antitrust laws? 

Mr. Jurow. No, sir. 

Senator Krrauver. Why isn’t it? 

Mr. Jurow. Let me take the last part first. You asked me whether 
to collect a royalty on an invention which is subject to a patent appli- 
cation which has not yet issued, whether that is a violation of law. 

In my opinion, it decidedly is not. You get a license, or a royalty 
rather, for licensing an invention. You don’t have to have a patent 
to get royalties. You can have a trade secret that you don’t file in 
the Patent Office and license somebody to use it and collect royalties. 
You can have know-how that you don’t file in the Patent Office and 
license people to use it and properly collect a royalty. There is 
nothing wrong in collecting a royalty on an invention prior to either 
the filing or the granting of the patent. 

Moreover, there is no reason why you can’t collect royalties as the 
price for giving someone a license in the future, and if this is con- 
strued as our agreement to license these people when and if we do 
get a patent, we are entitled to be paid as part of the consideration 
even royalties before we obtain it. 

As to the second part, or rather, the first part of your question, 
we made no effort to try to restrain any type of distribution here. 
If and when we get a patent we have a right to license it in any 
ape way we see fit. We can license it for one form or for another. 

e can license it for part of the United States or the whole of the 
United States. We can license it to make and to sell, or to use and 
to sell, or to sell. These are proper restrictions of a patent right. 

This was a license to these people to make these products under 
our patent in packaged form, and there is no restraint on anything 
that they do, because that is all they want to do. 

This is a pharmaceutical patent, and a pharmaceutical invention, 
and we gave licenses for the pharmaceutical sale thereof. 

Mr. Dixon. Mr. Jurow, is it your contention that so long as the 
a enn is not restrictive, and so long as it would not be in restraint 
of trade, if there is any person who uses the contract with your com- 
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pany and desires to give you money, that would not transgress the 
antitrust law? 

Mr. Jurow. You are suggesting a charitable donation to me. 

Mr. Drxon. Yes. 

Mr. Jurow. I think we gave these people far more than that. 

Mr. Dixon. But you do not think that you restricted the orderly 
marketing of prednisone or prednisolone? 

Mr. Jurow. By these agreements? 

Mr. Drxon. Yes. 

Mr. Jurow. I certainly do not think so. 

Mr. Brown. I think on the contrary, we clearly advanced the early 
marketing of these compounds. 

Mr. Dixon. The language, Mr. Jurow, is very clear. As Mr. 
Brown has described it, you entered into separate licenses with sepa- 
rate licensees. The language is fairly uniform in the restriction, 
wherein the parties covenanted and agreed that the licensees will 
only sell in packaged form. 

Is that, or is that not, a restriction ? 

Mr. Jurow. No sir. 

Mr. Drxon. In other words, you don’t think that language meant 
what it said ? 

Mr. Jurow. It does mean what it said, but unfortunately 

Mr. Drxon. Doesn’t that language, in and of itself, require them 
if they choose, to market this product, to sell it in packaged form! 

Mr. Jurow. Of course it does, but that is not a restriction. You 
look at the same language and you and I come toa different conclusion. 


Now if you want something, and I give it to you, and I don’t give 
you something else, then I have not deprived you of the something 
else; you haven’t wanted it and you haven’t asked for it. 

Mr. Dixon. But there is an important word in these convenants, 


the word “only.” How do you interpret “only” ? 


Mr. Jurow. I interpret “only” to indicate the scope of the license 
they would receive under our patent. I said before, we had a right 
to limit the rights we would give under a patent. This is sound 
basic patent law. This is a license to sell in packaged form only, an 
therefore it is a license to do something. It doesn’t restrict anything. 

Mr. Drxon. Mr. Jurow, you used the expression, “This is sound 
patent law.” There has not been a patent issued as yet, has there! 

Mr. Jurow. I suggested to you before, Mr. Dixon, that you can 
grant a license in futuro; you can grant a license which will become 
effective as a patent license when the patent issues. 

Mr. Drxon. But these were issued prior to the issuance of a patent. 

Mr. Jurow. Mr. Dixon, you buy fire insurance before the fire. 

Mr. Drxon. Mr. Jurow, a fire is not a 17-year exclusive grant by 
the Government. 

Mr. Jurow. It might deprive you of your home for 17 years. 

Mr. Dixon. Mr. Jurow, a patent grants an absolute monopoly to 
a patentholder to engage in the manufacture and sale of products as 
long as the antitrust laws are not transgressed in the use of that 

atent. But here we have a procedure that is prior to this grant. 
This is merely a contract. You call it a license. You have entered 
into a contract with private parties, and the private parties have 
agreed with you, sir, to pay you a royalty fee and to sell the product 
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in a manner which you have prescribed in the agreement. And the 
word “only,” as I would interpret it, would mean only as it is de- 
scribed, and it would not include bulk sales. That is the clear, plain 
language of this covenant. 

Now, the fact that bulk sales may have occurred is another ques- 
tion, but the point of these agreements is very clear that they were 
required to sell it only in finished form. Is that not plain? 

Mr. Jurow. First let me ask you if you would mind putting before 
the word “monopoly” that you used in the beginning of your state- 
ment, the word “legal,” because monopoly has a connotation 

Mr. Drxon. I will agree that once a patent is issued ———. 

Mr. Jurow. Itisa legal monopoly. 

Mr. Dixon. You havea 17-year legal monopoly 

Mr. Jurow. Thank you for that. 

Mr. Drxon. Presumably, sir, issued as an incentive to the patentor 
for devising and bringing into being a given product. But here five 
separate companies have applied for the same product patent. As yet 
the Patent Office has not issued a patent. 

Now, is it not plain that I, as an individual, today could manu- 
facture prednisone or prednisolone with immunity from you until the 
patent is issued ? 

Mr. Jurow. In the United States, yes. 

Mr. Drxon. In other words, any manufacturing company today, 
prior to the issuance of a settlementof this inter ference or the final 
determination by the Patent Office, could begin the manufacture of 
prednisone or prednisolone ? 

Mr. Jurow. I said yes, and you know, of course, that that is true, 
and therefore we have hardly made any restriction on this market. 

Mr. Dixon. You have hardly made a restriction, but you entered 
into a contract on its face restricting somebody to sell a product only 
ina way 

Mr. Jurow. Mr. Brown already indicated that that would become 
effective only when, having obtained the patent we were in a position 
to make use of the fact that we had granted a license for packaged 
form selling. 

Mr. Drxon. Mr. Chairman, at this point I would suggest that the 
license agreements be made a part of the record, They would be 
exhibits 16, 17, 18, 19, 20, 21, and 22. 

Senator Kerauver. Without objection, they will be a part of the 
record. 

(Exhibits Nos. 16 through 22 may be found beginning on p. 8361. .) 

Senator Krerauver. Then I underst and from you that. you feel it is 
not a restraint of trade, not a violation, if you charge a royalty for 
somebody else to use some product, on which you “do not have a 
patent, and it is not a restraint of trade to attempt to contract that 
they use it in specialty form only ? 

Mr. Brown. Senator, is the purpose of this inquiry to determine 
whether we have v iolated the law ? 

Senator Kerauver. We are interested if you have violated the law. 

Mr. Brown. It seems to me 

Senator Krerauver. Of course also, Mr. Brown, we are interested 
in whether the patent laws are being misused to prevent small com- 
panies from getting into this business and to prevent other companies 
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from lowering their prices. That is a very important part of this 
inquiry. Apparently you did attempt to prevent at least these other 
four companies from selling in bulk form only to the smaller 
companies, 

r. Brown. I assert, Senator, that to the best of my knowledge, 
every agreement that Schering has entered into is a legal and proper 
agreement, and that there has been no violation of the law. 

These questions are being asked in the context of a congressional 
inquiry which, in my opinion, was directed to the question of the 
need for legislation, and not an inquiry into whether or not there has 
been a violation of the law, and I respectfully suggest to you, sir, that 
if this an inquiry to determine whether there has been a violation of 
the law, that it is not a proper subject for this committee, because 
we are not here with counsel, we are not here prepared to try a case. 

We are here under most adverse circumstances endeavoring to 
answer questions for the guidance of this committee in its efforts to 
determine whether legislation is required. 

I, for example, sat in this chair for approximately 5 hours yester- 
day with this light shining in my eyes, which is a great physical and 
nervous strain, facing television cameras, facing still cameras, _— 
a group of men sitting at a table consisting of over 20 people, an 
inquiries were directed to me concerning charts, economic theories, 
and so on, which I am not prepared to debate. 

I have never been on television before. I am not accustomed to 
debating matters of this kind in a public audience, and it places me 
at a great disadvantage, and it places our company at a great dis- 
advantage. And I feel that on behalf of persons who may be simi- 
larly called I should call this to your attention, because I know that 
you do not wish to place people at such a disadvantage. 

But this is no place, in my opinion, for us to try out the issue of 
whether there has been a violation of the law. We have competent 
counsel, and if you would care to have this matter discussed, we will 
be very gland to furnish careful briefs on the entire question. 

Senator Keravuver. Mr. Brown, I am sorry if you have been placed 
at a disadvantage. Television is a medium of communication, and 
though we didn’t put these television cameras here, I think people 
want to get information. We do appreciate the fact that the television 
people are interested enough to be here. 

But we are interested in this, sir: We are trying to get the facts 
on whether there is real competition in connection with the sale of 
these drugs; whether the patent process is being used to restrain com- 
petition; whether patents are being used to force these prices unnec- 
essarily high. In my opinion, these agreements on their face are 
restrictive. They are on their face trying to keep this product from 
getting in bulk form to the little companies. You are charging a 
percentage for the use of something on which you do not have a patent. 

We are not trying any case, but this is very pertinent to the in- 
quiry, to determine why prices are so high, why there is so little com- 
petition, and we also want to determine whether the laws ought to be 
amended to cover situations like this. 

Mr. Brown. The questions which have been addressed to me have 
had implicit in them the suggestion that there has been a violation 
of the law which is in the nature of a public accusation which is of an 
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unfair character to me, personally, to the company which I represent, 
to the some 3,000 employees who are employed by this company, and 
to the 25,000 stockholders who have invested their money in this 
company. 

We are prepared to answer to a proper tribunal for anything that 
we have done. 

Senator Krerauver. Mr. Brown, you entered into the agreement; 
I didn’t enter into it. I am just ulna you about it. I just asked 
your counsel whether this was a violation of the law. 

Mr. Brown. Senator, I am asking you whether the nature of your 
inquiry is to find out whether we have violated the law, or to deter- 
mine whether there is need for legislation in this field. I am fully 
prepared to answer the questions in the latter area. 

Senator Kerrauver. All right, Mr. Dixon, do you have any 
questions ? 

Mr. Cuumpris. Mr. Chairman. 

Senator Kerauver. Mr. Dixon hasa question. 

Mr. Cuumpris. I tried to get the floor 4 or 5 minutes ago, Mr. 
Chairman. I have one question on this point. 

Senator Keravuver. All right, sir. 

Mr. Cuumpris. Mr. Brown, on page 2 of your statement—would 
you like to get your statement before you before I proceed ? 

Mr. Brown. Yes, sir. 

Mr. Cuumerts. Page 2 of your statement, the second paragraph. 
In talking about this arrangements you said it— 
was submitted to the Antitrust Division and to the court which had reserved 
jurisdiction of an old antitrust consent proceeding to which some of the com- 
panies were party. The court authorized execution of this agreement. 

That dealt with cortisone. Then on page 3 in talking about pred- 
nisone and prednisolone, you say : 

Each of these companies was then selling cortisone— 
and so forth. Continuing: 

This cross licensing arragement similar to the one involving cortisone, in- 
sured the continued right of each company to market the new compounds— 
and so forth. 

You mentioned that this cross licensing agreement with predniso- 
lone was similar to the one with cortisone, and you also mentioned in 
your statement that the agreement on cortisone was submitted to the 
Antitrust Division and to the court and the agreement was approved. 

Mr. Brown. This is true, Mr. Chumbris. 

_ Mr. Cuumpris. What I wanted to get at is this, in the cross licens- 
ing of prednisolone, was that submitted to the Antitrust Division or 
to the courts? 

Mr. Brown. No; it was not. It was not required to be. The other 
agreement in my opinion was not required to be, but it was submitted 
because of the peculiar status that Schering then occupied and because 
of the request of one of the parties to the license, their lawyers felt 
that it should be submitted to the court. 

Mr. Cuumpris. Then, were these cross licensing agreements on 


prednisolone exactly the same or materially similar to the ones on 
cortisone ? 
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Mr. Brown. They were different in that in the one instance we had 
a five-party—I think it was a five-party—agreement in the case of 
cortisone ; in the other case we had separate agreements with each of the 
licensees. In the former case, in the case of cortisone there was pro- 
vision for granting licenses to any applicant. In this case there is no 
provision for granting licenses to other applicants, but any applicant 
desiring a license is free to negotiate either with us or with any of the 
parties who have signed these agreements with us. 

There is no restriction in any of these agreements against the grant- 
ing of licenses to other people, and there has been no discussion of any 
such restriction. 

Mr. Cuumpris. May I ask just one more question ? 

Senator Kerauver. Along the line which you are taking, this might 
be helpful. As I understand it, the Patent Office ruled that cortisone 
was a natural product and was not patentable. 

Mr. Brown. I don’t understand that, Senator. I don’t understand 
that a natural product is not patentable. I understood that the Su- 
preme Court had ruled to the contrary. 

Senator Krrauver. Anyway, they refused to patent cortisone. 

Mr. Brown. I don’t understand that, Senator. I don’t believe this 

true. 

Senator Kerauver. There is no patent on cortisone? 

Mr. Brown. There may not be a patent but it doesn’t necessarily 
follow that the patent didn’t issue because it wasn’t patentable. 

Senator Krrauver. What you had were certain processes on which 
there were conflicting claims? 

Mr. Brown. There were processes and intermediates as well. 

Excuse me just a minute, Senator. 

Senator Kerauver. But they were not product patents. 

Mr. Cuumpris. Mr. Chairman, may I continue? 

Mr. Brown. I think one of the parties had a patent which they 
claimed covered cortisone, and it was a party to this cross license, this 
five-party cross-license agreement. 

Mr. Cuumerts. Then for my information, Mr. Brown, would you 
say that the authorization of the execution of that agreement by the 
court bears any light ‘as to whether there would be authorization of 
the agreement on prednisolone ? 

Mr. Brown. I would not be able to give you an opinion. 

Mr. Cuumprts. That would be speculation. 

Mr. Brown. It would be pure speculation on my part. 

Mr. Cuumerts. That is all. 

Mr. Brown. I would like to add for the purposes of this discussion, 
because the question has not been asked me and I think Senator, for 
your information you may be interested to know that in the case of 
one of these licenses, which we granted, we not only granted the 
license, but we gave access to very important secret information 
which our company had gathered at considerable expense including 
toxicity studies, clinical studies, and so on, which was a part of the 
new drug application which we then had pending or were about to file. 

And this was information which no one of our competitors was 
entitled to, but which we felt was a method by which we could 
enable this material to be fully made available in case it should 
become as important as we thought it might become at that time. 
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Senator Krravuver. I’m sure that was very good ot you. What 
company was that you gave it to? 

Mr. Brown. This was Upjohn. 

Senator Krrauver. Did you give it to the public generally, or to 
the other companies ? ; 

Mr. Brown. Senator, this is a corporate asset which I would be 
violating my trust if I gave away, but we received payments from 
them. 

Senator Kerauver. From Upjohn? 

Mr. Brown. From Upjohn. 

Senator Kerauver. For the information ? 

Mr. Brown. We received royalty payments from them. 

Senator Kerauver. Of course, you were buying your prednisolone 
from Upjohn so it is natural that you would want to have them 
make as good a product as possible, wouldn’t you? 

Mr. Brown. This did not include manufacturing know-how but 
it included information concerning the toxicity studies, the clinical 
studies, the information as to what the product would do, all of 
which would have had to be repeated by Upjohn if we had not made 
this arrangement with them. 

Senator Kerauver. Anyway this was a business transaction. You 
gave certain information for a price. 

Mr. Brown. The same kind of a business transaction that we 
made with the other parties, Senator. This is a normal transaction 
in business and it advances the cause of commerce rather than re- 
stricts it. 

Senator Krerauver. Anyway, whatever you gave them, you were 
paid for it, is that true? 

Mr. Brown. Certainly, Senator. I don’t think we got paid as 
much as we should have gotten but we got paid all we could get. 

Mr. Cuumeris. Mr. Chairman, just one added thought on the 
same thing. 

You say cross-licensing is merely a system by which the product 
could be marketed while the patent fight went on. I would like to 
ask you, Is that a prevalent practice in industry, cross-licensing of 
patents? 

Mr. Brown. It is very prevalent I believe. 

Mr. Cuumeris. In cesta other than the drug industry? 

Mr. Brown. I couldn’t speak for other industries, generally, but 
I am sure in any situation where there are people doing research in 
new fields along parallel lines, that there will be the same type of situ- 
ations develop as developed in the drug industry, and a great many 
people have been researching in the field of steroids, and one runs 
across inventions which may pose a threat to your marketing your 
ultimate marketing or ultimate ability to stay in the market, which 
makes it necessary to enter into these cross-licensing agreements and 
these are desirable in the sense that they clear the air of the uncer- 
tainty which otherwise would hang over your rights. 

Mr. Drxon. Mr. Brown, on that point, Mr. Chumbris asked you 
whether this is an unusual situation of issuing cross licenses under 
patents. 

We are talking about a situation prior to the issuance of a patent. 
Does your answer apply prior to the issuance of a patent ? 
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Mr. Brown. To the best of my knowledge and opinion this is a 
common practice. 

Mr. Dixon. Mr. Brown, that makes it very pertinent that this sub- 
committee know that. I have spent 20 years of my life enforcing 
antitrust laws, and I might say to you no such agreements as you are 
talking about have ever come to my attention. 

Mr. Brown. In what area were you working, sir? 

Mr. Drxon. At the Federal Trade Commission, in the antitrust field 
where this inquiry lies. 

Mr. Brown. And did you view cross-licensing agreements as re- 
straints upon trade or as methods by which trade was advanced ? 

Mr. Dixon. Every time I have ever seen a cross-licensing agree- 
ment, sir, it was after someone had been issued a patent. 

Mr. Brown. And it was the policy was it of your department to 
attack cross licenses ? 

Mr. Dixon. Only when they were in violation of the antitrust 
laws. Mr. Brown, you are a good lawyer. You know that you can’t 
misuse your monopoly grant by patent even when you have a patent. 

So the abstract question is very definitely one of antitrust and 
monopoly. 

Mr. Brown. Is the division of a right, a misuse of that right ? 

Mr. Drxon. If there are illegal restrictions, sir. 

Mr. Brown. What is illegal about a restriction when you divide it 
and give part of it away and keep the other part for yourself? 

Mr. Drxon. In your agreement as such again, you have covenanted 
with your licensees that they can only market a product in the form 
that you prescribe. There is a restriction upon their right in that 
language. 

Mr. Brown. If the patent monopoly, which is a legal monopoly, a 
monopoly which is given as incentive to invention, gives the right to 
sell in two forms, you can license one form and retain the other. 

Mr. Drxon. We are talking about 

Mr. Brown. And in this case we were licensing a pending 
patent right. 

Mr. Dixon. You are answering one way, and I am describing the 
situation another way. In other words, the law is quite different once 
the patent has been issued. But here there has been no patent. 
There are five companies claiming this same product patent. Neither 
one has as yet received the patent. Neither one has been recognized 
as the sole possessor of this product. 

Mr. Brown. In a field such as this where science is advancing very 
rapidly, is it your opinion that the inventor must wait the issuance 
of the patent before he receives any reward for invention? 

Mr. Dixon. My opinion is not of consequence to this hearing, sir. 

Mr. Brown. You are the expert with some 20 years’ standing and 
I am not. 

Mr. Dixon. I will give you, if you want, my opinion. Prior to 
the issuance of a patent, if you sit down and contract with people 
to enter into restrictive agreements, it is a clear-cut violation of the 
antitrust law. That is my opinion, sir. 

Mr. Brown. Is it your opinion that the division of a patent right 
in which the patentee or potential patentee retains part of his right, 
is this a restriction or is this a grant 4 
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Mr. Dixon. The potential does not come into it. You do not own 
anything yet. 

Mr. Brown. We hold a right which may be perfected into a patent. 

Mr. Dixon. May be. 

Mr. Brown. And if it is perfected into a patent it is a present 
right. This is the right which we entered into in the contract. 

Senator Krrauver. Let’s move on to something else. 

Mr. Drxon. Mr. Brown, in 1942 when you became president. of 
the Schering Corp., how many patents did the corporation have 
registered in the Patent Office? 

Mr. Brown. I’m very sorry, sir, I didn’t get the first part of that 
question. 

Mr. Drxon. In 1942 when you became president of Schering Corp., 
how many patents did the corporation have registered in the Patent 
Office ? 

Mr. Brown. I’m sorry, I can’t tell you. I have no recollection. 

Mr. Drxon. Would it be between 200 and 300? 

Mr. Brown. I really couldn’t tell you. 

Mr. Drxon. It would bea sizable number? 

Mr. Brown. There was a sizable number. 

Senator Kerauver. You have it there, Mr. Dixon. 

Mr. Brown. Do you have the number? 

Mr. Dixon. Approximately 200 to 300, according to my under- 
standing. 

Mr. Brown. I will accept this figure. 

Senator Krerauver. Would you like to take a short recess and then 
we will come back and go on until 12:30. 

We will take a recess for 10 minutes. 

(Short recess.) 

(Schering’s foreign license agreements, subsequently supplied and 
entered as Exhibit No. 23, may be found beginning on p. 8386.) 

Senator Kerauver. The committee will come to order. 

There has just come to my attention—and I regret that I did not 
get it earlier—a telegram from Senator Harrison Williams of New 
Jersey, saying that he would be here personally to introduce Mr. 
Brown except for the fact that he is presiding at a meeting of the 
Subcommittee on Migratory Labor. He speaks very highly of the 
Schering Corp. and Mr. Brown. That should be read into the record 
at the beginning of the hearing. 

(The telegram referred to may be found on p. 8012.) 

Mr. Brown. May I thank you, Senator, and Senator Williams, for 
your graciousness in putting this in the record. 

Senator Krrauver. We will proceed as rapidly as we can. 

Senator Winey. May I ask a question ? 

Senator Krrauver. Senator Wiley has a question he wishes to ask. 

Senator Witry. You notice, Mr. Brown, I haven’t been asking you 
very many questions. 

Reference was made to your previous statement on page 2. Ap- 
— at that time an arrangement was submitted to the Antitrust 

ivision and to the court. Do you remember the date ? 

Mr. Brown. I think this was in 1949, Senator. 
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Senator Winey. 1949. Now, then, when the Government took over 
Schering Corp., you were appointed to represent the Government, 
is that right? 

Mr. Brown. I was appointed at the request of the custodian. I 
was made president of the company. 

Senator Witry. Yes. And the Government held the property 
until—what time was it sold? 

Mr. Brown. From 1942 until 1952; in March 1952 it was sold. 

Senator Wizey. Then it was after that, to get the sequence here, 
that it was thought that there should be certain matters submitted to 
the Antitrust Division. 

Mr. Brown. It was in 1949. 

Senator Wirry. I beg your pardon. 

Mr. Brown. Three years prior to sale that this was submitted to 
the Antitrust. Division, at the request, as I recall it, Senator—I can’t 
be too clear about this—I think this was the request of the Office of 
Alien Property that the transaction be cleared by the Antitrust Di- 
vision, but to clear something with the Antitrust Division is a very 
difficult, thing, because they generally will say they will voice no ob- 
jection but will not say that they approve it. 

Senator Wirey. The reason I am getting into this is that in this 
very statement you said that the court had reserved jurisdiction of an 
old antitrust consent proceeding. 

Mr. Brown. This was a proceeding which was instituted against 
several companies, including Schering Corp., under the management 
which preceded the Government management, preceded by connec- 
tion with the company. 

Senator Winey. I think that is important. But then the court 
still had the jurisdiction. 

Mr. Brown. The court had reserved jurisdiction. The court in 
the consent decree enjoined certain acts, and reserved jurisdiction to 
modify the decree, as I recall it.. And this reserved jurisdiction was 
the basis for the application for approval or permission to the com- 
panies to enter into this agreement. 

Senator Wirey. Then the court gave consent. 

Mr. Brown. And the court, since it gave consent—just a minute. 

Senator Witry. Now, then, was that consent to the cross-licensing 
business ? 

Mr. Brown. This was to the cross licensing, the five-party agree- 
ment under which cortisone was produced; yes, sir. 

Senator Witry. Then you really were proceeding under the juris- 
diction of a court that had jurisdiction in a suit that took place before 
you were connected with the business? 

Mr. Brown. This is correct, Senator, and this cross-license agree- 
ment involved not only patents, but patent applications in like man- 
ner as the present. The licenses which are under discussion were 
involved. It involved the licensing of a group of patents and patent 
applications. 

Senator Winey. Did the court go into the question of the form of 
the license, the cross-licensing ? 

Mr. Brown. It is my understanding that the license agreement 
was submitted to the exnerts in the Antitrust Division, was read by 
them. I personally discussed it with the then Assistant Attorney 
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General who was the head of the Antitrust Division, and it was dis- 
cussed by our counsel with members of his staff. It was then sub- 
mitted to the court. He had representatives, I believe, in the court 
at the time. Just a minute. Someone was there from the Antitrust 
Division at the time, and the court approved the agreement and 
authorized its execution as an exception to the injunction which had 
been granted under the consent decree. 

Mr. Dixon. Senator Wiley, on that point, in the prospectus that 
was filed by Schering Corp. before the SEC prior to the sale of Scher- 
ing Corp. to Merrill Lynch 

Senator Wirry. It was still in the possession of the Government? 

Mr. Drxon. That is right. In the prospectus there is a very fine 
section dealing with the antitrust consent decree that we have been 
talking about. The decree was entered in this suit. The complaint 
was filed on December 17, 1941. It was settled, on the same day that 
it was filed, by consent decree. 

The decree in general enjoined the defendants from agreeing or 
conspiring among themselves to fix prices, to prevent the importation 
or manufacture of hormones, to divide or allocate world markets, to 
contract to provide for regular exchange of information concerning 
costs, prices, or methods of distribution, or to agree as to the terms 
or conditions of sale or types of articles to be sold in the United States 
or agents to be employed. 


There is included a very thorough discussion of what that decree 
applied to. 

Senator Kerauver. Let’s put that part in the record as exhibit 24. 

Senator Witry. What was the date of that, did you say ? 

Mr. Drxon. December 17, 1941. 

(Exhibit No. 24 follows :) 


The decree, in general, enjoins the defendants from agreeing or conspiring 
among themselves to fix prices, to prevent the importation or manufacture of 
hormones, to divide or allocate world markets, to contract to provide for 
regular exchange of information concerning costs, prices, or methods of dis- 
tribution, or to agree as to the terms or conditions of sale or types of articles 
to be sold in the United States or agents to be employed. The decree also 
enjoins the defendants from enforcing, or agreeing or conspiring to enter into 
and enforce, any licensing agreement relating to hormones under which any 
licensee has the right to designate the other licensees or limit the number of 
such other licensees or share in royalties collected by the licensor from other 
licensees, or under which any licensee is restricted as to the area in which he 
may sell, the type or conditions of sale, or the price to be charged in such 
sale. 

Each defendant is enjoined from following the policy of adhering to any 
restrictions agreed upon by others, as, for instance, a foreign cartel, with 
respect to sales territories and terms and conditions of sale which affects the 
foreign or interstate trade of the United States. 

In addition the defendants are individually enjoined from enforcing any 
provision of any existing licensing agreement relating to hormones whereby 
any defendant company is obligated to exchange patents, inventions, or proc- 
esses to be developed in the future, or future patent applications, with any 
other company. The decree declares unlawful any and all existing agreements 
which restrict territories, methods, and terms and conditions of sale of articles 


by the defendant companies and enjoins further performance of such restrictive 
provisions. 


Senator Wirry. Does it say about the court retaining jurisdiction? 
35621—60—pt. 148 
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Mr. Drxon. Any time that a court has before it an antitrust matter, 
and it enters a judgment or a decree, it always retains jurisdiction. 

Mr. Brown. This expressly reserves jurisdiction. 

Mr. Drxon. It expressly reserves jurisdiction. 

Usually on any interpretation of that decree, it is necessary to be 
brought back before that court. 

Senator Witey. I am wondering what we are quarreling about, 
then. If the court has taken jurisdiction in these matters, then the 
court has authorized subsequently the cross-licensing, and when the 
court took jurisdiction it was before the Government had the plant, 
and after that the Government sold the plant. 

Now, is there any question about violation of the antitrust laws, 
or of the antimonopoly laws since that time when you bought the 
plant? It seems to me that that is the issue that we should look into. 

Mr. Drxon. Senator Wiley, the difference is this: The decree we 
are talking about that was entered on December 17, 1941, dealt with 
cortisone, for which no patent was issued then. But what we are 
talking about here deals with prednisone and prednisolone. It has 
no bearing, nor does the court that had the jurisdiction over the cor- 
tisone matter have jurisdiction over this matter. This is a separate 
matter. 

Mr. Brown. I would not agree with this statement, Senator, if 
I were asked about it. 

Senator Wiery. I understand that applications were made for 
patents in those matters, too, were they ? 

Mr. Drxon. In other words, you would concede publicly that you 
have not improved the cortisone product ? 

Mr. Brown. You said that the agreement that the court had ap- 
proved related to cortisone, and that this prednisone agreement wala 
not come within the reserve jurisdiction if it involved the same parties. 

I said I would not agree with this. 

Mr. Drxon. In other words, I think you would be the first one, Mr. 
Brown, to say that prednisone is different from cortisone, would you 
not ? 

Mr. Brown. I think the record is replete with assertions to this 
effect, sir. 

Mr. Dixon. All right. The cortisone agreement dealt with the 
product cortisone, did it not? 

Mr. Brown. The cortisone agreements deal with the product corti- 
sone, and these agreements deal with prednisone, but they both are 
corticosteroids which involve substantially the same field of therapy, 
and this is the important thing. 

Senator Keravuver. Mr. Brown, in any event, the prednisone agree- 
ments were not submitted to a court for approval. 

Mr. Drxon. The license—— 

Senator Krerauver. The license agreements on prednisone were not 
submitted to any court for approval ? 

Mr. Brown. They were not, as it was not considered necessary, 
sir. 

Senator Kreravver. Or interpretation ? 

Mr. Drxon. Nor to the Department of Justice ? 
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Mr. Brown. I can’t answer this without consulting counsel, but 
certainly the Department of Justice has ample facilities for getting 
copies of documents in which it is interested, sir. f 

Senator Witey. Did you make application for patent on these arti- 
cles that you are talking about? 1 know nothing about northsone, 
southsone, eastsone, or all these cortisones. I want to get this thing 
straight. 

Did you apply for patents on the two things they are talking about, 
cortisone, and so forth 4 

Mr. Brown. We had applied for patents involving processes or in- 
termediates, I am not sure which, which were involved in the manu- 
facture of cortisone, and we had applied for patents covering processes 
as well as the product prednisone and prednisolone, so that we had, 
as you said, we had actually applied for these patents at the time these 
agreements were made. 

Senator Winey. Then it was after you had made your application 
that you made these agreements ¢ 

Mr. Brown. Yes, sir, just as in the case of cortisone. 

Mr. Drxon. All right, Mr. Brown. 

Senator Kerauver. But in cortisone they are not exclusive licenses, 
whereas in prednisone they are exclusive licenses. 

Mr. Brown. No, Senator, there are nonexclusive licenses in both 
cases, 

Senator Krerauver. But you have a restriction on bulk sales. 

Mr. Brown. We don’t have a restriction on bulk sales in the predni- 
sone agreement, Senator. The restriction on bulk sales would be pur- 
suant to a right granted if a patent issues which would give the 
patentee the right to control the product as a reward and incentive in 
invention, and it would be on the basis of this right granted by the 
U.S. Government which would enable Schering Corp. if it succeeded 
in getting the patent, to determine whether or not to grant further 
licenses to sell in bulk or whether to restrict this. 

Senator Kerauver. I think we have covered this enough, Mr. 
Brown. But, it should be pointed out that in none of the license 
agreements on prednisone and prednisolone, where there are restric- 
tions against the sale in bulk form and requring the sale in packaged 
form only, do they say that they are to take effect after the license 
is issued? So far as the agreements themselves are concerned, they 
take effect upon the date of the execution of the agreement, which in 
most cases was in 19 

Mr. Brown. In 1955. 

Senator Krerauver. In the case of Pfizer it was 1955. 

Mr. Brown. This is true, Senator, but the royalties were paid for 
a period of 3 years from the date of first sale, and as I recalled it, 
there was a provision for suspension of royalties at the end of that 
time unless the patent issued. 

The royalties are now suspended, and we are reserving, in case we 
have to pay royalties, and we assume that the other licensees are re- 
serving in case they have to pay the roalties. If the patents do not 
issue within a certain period, then royalties cease altogether. 

Senator Keravver. But so far as the language of the contract is 
concerned, then, the restriction went into effect in 1955, and so far as 
the language is concerned, it is still in effect. 
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Mr. Brown. This is no different from the restriction in the field of 
cortisone in the sense that we licensed patent applications and we were 
required by the Office of Alien Property to license patents and patent 
applications throughout the period up until 1952. 

Mr. Dixon. Mr. Chairman, in order to clarify this matter, I assure 
you that the staff will determine from the Department of Justice as 
to whether or not the same restrictive language in the mares ope 
agreements was in the cortisone agreements and was submitted to 
the court. We will put that in the record later. 

Senator Kerauver. All right that will be made a part of the ree- 
ord. But I have here license agreements from Schering itself about 
cortisone, saying, “granted to each other nonexclusive licenses under 
certain of their U.S. patent and patent applications covering certain 
processes useful in the production of cortisone.” It relates to proc- 
esses and nonexclusive licenses. 

Proceed, Mr. Dixon. 

Mr. Dixon. Mr. Brown, at the time that the United States seized 
the domestic Schering Corp., it is true, is it not, that patents li- 
censed in the United States then became vested in the U.S. Govern- 
ment, along with other assets of the corporation ? 

Mr. Brown. I would say that this is not true. 

Mr. Dixon. You would say that when the Government seized the 
domestic Schering Corp., the Government did not, upon that seizure, 
have complete possession and control of all of its assets which would 
include its domestic patents? 

Mr. Brown. This is a different statement now from the statement 
that you previously made. 

Mr. Dixon. Then I misled you, sir. 

Mr. Brown. Let me state the facts. And I will endeavor to do 
so briefly. The U.S. Government, through the Office of Alien Prop- 
erty, vested the stock of a New Jersey corporation, Schering Corp., 
and held this stock. 

The New Jersey corporation owned certain patents. These patents 
remained the property of the New Jersey corporation until in 1952 
I believe it was, just before the sale, certain of these patents were 
vested by the Alien Property Custodian, and it was at that time not 
before that the U.S. Government controlled these patents. Up to 
this point the U.S. Government controlled the stock of a corporation 
with the right to elect a board of directors which had the right to 
manage the company, and I was a member of this board of directors, 
and the board of directors made me president of the company at the 
request of the Custodian. 

Mr. Drxon. Let’s pursue that. 

Isn’t it true that in 1946 the President of the United States issued 
an Executive order, in accordance with the recommendation of the 
Executive Committee on Economic Foreign Policy, requiring the Alien 
Property Custodian to undertake a policy of licensing to American 
citizens all patents of enemy origin, including patents owned by 
vested corporations ? 

Are you familiar with that? 

Mr. Brown. I recall that there were a number—there was a run- 
ning debate in Government circles in which the Alien Property 
Custodian took one position, the Antitrust Division took a different 
position. 
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There were representatives of the State Department and practically 
every department in the Government, and this dispute was a dispute 
in Government circles. 

There were numerous meetings. There were briefs filed on the 
question of what the policy should be, and everyone was making the 
decision, but it was the Alien Property ¢ ‘ustodian’s responsibility 
to make the decision. 

Mr. Dixon. Nevertheless, the President, the Chief Executive Officer 
of our country, issued this order. 

Mr. Brown. The President undertook to resolve these questions 
by issuance of some sort of an executive order, and this is all I know 
about. it. 

Mr. Drxon. All right. Isn’t it also true that in 1949 the Attorney 
General directed the Schering Corp. to offer licenses under all patents 
and patent applications it held as of December 31, 1948, to all quali- 
fied applicants at royalties to be agreed upon, but if not agreed, then 
they would be determined by the Office of Alien Property / 

Mr. Brown. This is quite correct, sir. 

Mr. Dixon. You did then, in respect to this directive, and while 
still under the control of Alien Property, issue some licenses, isn’t 
that. right ? 

Mr. Brown. This was some 3 years after the date of the executive 
order to which you referred, and when I received this directive, I 
complied with the directive in accordance with—to the best of my 
ability. 

Mr. Dixon. In line with this same policy of opening up the patents 
for the benefit of the American public generally — 

Mr. Brown. Which policy are you referr ing to, sir? 

Mr. Dixon. Iam now talking about. the Attorney General’s directive 
and the executive order issued by the President. 

Mr. Brown. They are two different things. My responsibility was 
to comply with the directions which I “received from the Alien 
Property Custodian, the then Attorney General of the United States. 

Mr. Drxon. All right. 

Then it is very plain that you took your orders from the Attorney 
General. 

Mr. Brown. This was my boss. 

Mr. Drxon. Before the sale of Schering Corp. did not the Attorney 
General issue a directive in January 1952 ~~ did not Schering and 
the Attorney General execute an mae whereby Schering trans- 
ferred the patents and the patent applications, originating during 
the period the corporation was under German control, to the ‘Attorney 
General # 

Is that correct ¢ 

Mr. Brown. Now this is quite an involved question. Let me see 
if I can answer this in two parts. A directive was issued to the com- 
pany directing the company—this was not directed to me personally 
but directed to the company as I recall it—to execute an agreement 
with the Attorney General, and the company entered into a w — 
instrument pursuant to this directive, and the Attorney General w 
the other party to the instrument. 

Mr. Dixon. We understand that some 214 patents and one applica- 
tion was involved in this agreement. 
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Mr. Brown. I have no recollection, but if you have this number and 
you have obtained it for us, I am sure it must be correct. 

Mr. Dixon. As I understand it, Schering was allowed to keep the 
remainder of its patents and patent applications, but it was required 
to issue nonexclusive licenses on a reasonable royalty basis to the 
public. 

Was this not a condition upon which the Attorney General allowed 
Schering to retain these patents that were acquired between vesting 
in 1942 and sale of Schering in 1950? 

Mr. Brown. This again is a compound question. 

You say to me that this agreement, that this directive provided 
certain things and was this not a condition on which Schering Corp. 
was permitted to keep these ? 

I can’t say to you what the condition was on which Schering was 
permitted to keep these patents. 

Schering Corp. was permitted to keep these patents. This is all I 
know. Now there was an agreement, and the agreement was made 
pursuant to the directive which you have described, and it provided 
certain things which were to the general effect that licenses were to 
be granted to applicants under certain conditions. 

Mr. Dixon. Ona reasonable royalty basis to qualified applicants. 

Mr. Brown. Ona reasonable royalty basis, yes, sir. 

Mr. Drxon. Allright. Thereafter the Government proceeded with 
its plans to sell the Schering Corp. to private interests with the pro- 
vision that sealed bids would be opened on a day in March 1952, and 
that the sale would be made to the highest bidder, isn’t that correct? 

Mr. Brown. Yes. 

Mr. Drxon. You were president of the Schering Corp. which was 
under the Office of Alien Property at that time, and I believe your 
employment contract was with Schering, not with the Attorney Gen- 
eral, is that correct ? 

Mr. Brown. That’s correct. 

Mr. Dixon. And the Attorney General was the sole stockholder, we 
might say, or had sole control of the stock of the company ? 

Mr. Brown. The Attorney General as Alien Property Custodian. 

Mr. Dixon. Isn’t it true that following this sale, certain small com- 
panies applied for licenses under the agreement and Schering refused 
to grant such licenses ? 

Mr. Brown. This is correct. 

‘ Mr. pate. Didn’t you sign the agreement on behalf of the Schering 
orp. ? 

Mr. Brown. I signed the agreement under the direction which I re- 
ceived from the Attorney General and from the board of directors 
of the company pursuant to this directive. But this agreement was 
submitted to counsel, and we received opinion from highly respected 
counsel that this agreement lacked mutuality, and was unenforcible, 
and moreover, that the agreement was an agreement by the Attorney 
General with himself. 

Mr. Drxon. Did you do that before you signed it or did you receive 
that information after you signed it ? 

Mr. Brown. I received this information afterward. 

Mr. Dixon. In other words, you signed it and then you received 
this information that what you signed was unenforceable. 
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Mr. Brown. I beg your pardon? 

Mr. Drxon. In other words, you had signed this agreement. 

Mr. Brown. I was required to sign this agreement. 

Mr. Drxon. That’s right. Now then, after you signed it, you 
received this competent legal opinion, you say, that told you that the 
agreement was unenforceable. 

Mr. Brown. This was my opinion from the outset, and I so stated 
this to the representatives of the Attorney General at the time. 

Mr. Dixon. Why did you sign it then ? 

Mr. Brown. Because it was a condition which they wished to have 
fulfilled in order to make this company—in order to have this com- 
pany sold. 

r. Dixon. Then after you signed it 

Mr. Brown. Are you suggesting that I should have defied the Attor- 

ney General on this? 
fr. Dixon. In this agreement it was provided that the patents that 
you held should be licensed under certain conditions. 

It was very plainly set forth in the agreement. I believe, generally 
speaking, that any qualified citizen upon application was supposed to 
be allowed to obtain a license under the patents that Schering held, 
upon reasonable payment of royalty. You signed that and now you 
are saying that even when you signed it, you did not think personally 
it was enforceable. 

Mr. Brown. I am prepared to debate this with you as long as you 
wish, sir. 

But I wish to inquire whether this question is directed in aiding 
this committee to determine how to enforce the antitrust laws. 

Mr. Dixon. I think the point will become clear. 

Mr. Brown. Or what laws are necessary for consideration by Con- 
gress to regulate, better regulate, the antitrust laws. 

Mr. Dixon. Mr. Brown, I don’t think the question is for debate. 

Mr. Brown. I submit the question to the chairman. 

Senator Krrauver. Mr. Brown, we have a letter, which you wrote 
the Attorney General about Schenley when Schenley was trying to 
buy the company, in which you pointed out that you were a great 
believer that these licenses would be issued to any applicant upon 
payment of a reasonable fee and so forth. 

Mr. Brown. Am [I here now, Senator, to defend my beliefs? 

Senator Krrauver. No. I just want to explain the relevancy of 
what we are talking about. 

Mr. Brown. Because this is a novel position for an American citi- 
zen to find himself in. 

Senator Kerauver. It will be very clear. You asked me whether 
this was relevant or not and I am explaining the relevancy of it. 

You signed an agreement and you wrote the Attorney General 
indicating that you approved of the agreement, that licenses would 
be issued to any qualified applicant upon payment of a reasonable 
fee. You signed an agreement to that effect. Then after the—— 

Mr. Brown. May I see this letter, Senator? You are referring 
to a document which must be dated prior to 1952. It is now 1959. 
I have received only the most general directions as to what I should 
prepare myself on, and this surely was not one of the matters that 
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I was asked to look into, and I would like to see the letter before 
I am interrogated further about it. 

Senator Keravuver. All right, I will have the letter shown to you. 
Anyway, the relevancy is that after Schering was sold, several little 
companies applied for licenses and either they have not gotten them 
or they have had great difliculty in getting them. A little company 
named Hexagon has had trouble apparently and they have been in 
court ever since trying to get a license and you received an opinion 
saying that the agreement that you signed was unenforcible. 

Mr. Brown. Senator, this matter was tried in the U.S. district court 
in a suit between the Attorney General and Schering Corp., and it 
took the judge 70 pages of discussion to decide the case, so I am sure 
that you recognize that there were competent Jegal issues involved. 

Otherwise the case would have been dismissed with much shorter 
consideration. 

Senator Kerauver. In your letter of February 29, 1952, addressed 
to Howard McGrath, the Attorney General, you argue against, and 
I think you argue correctly against, the sale of the company to 
Schenley; you set out the various and sundry arguments. The part 
that I refer to—— 

Mr. Brown. I have not seen the letter, and if I am to be inter- 
rogated about it I would appreciate this greatly if you would let me 
have a chance to read it before I am interrogated. 

Senator Witey. What did the court decide ? 

Mr. Brown. The court decided that Schering should proceed, that 
the agreement was enforcible against Schering and that Schering 
should proceed to grant the licenses and Schering has been complying 
with the agreement to the best of its ability. 

Senator Krravuver. Read what the court sald. 

Mr. Dixon. As I understand the situation, Mr. Brown, under your 
stewardship, and probably your interpretation, and the advice from 
your counsel, you were recalcitrant in granting licenses to these ap- 
plicants ? 

Mr. Brown. I very respectfully inquire, Mr. Chairman, if this is 
an issue the answer to which will aid this committee in determining 
what legislation to pass? 

Senator Kreravver. It certainly will. 

Mr. Brown. My personal conduct in this matter, it will aid this 
committee in determining this? 

Senator Krerauver. We are interested in competition. The only 
way some of these little companies can compete is to get licenses from 
you. The agreement which you signed said that they could be li- 
censed if they were qualified and if they paid a reasonable royalty. 
Thereafter you refused to grant them licenses until the court upheld 
the validity of the contract. 

Mr. Brown. Senator, I have served Schering Corp. to the best of my 
ability as a steward of its affairs in a managerial capacity both under 
the Government and since, and in everything that I have done, I have 
been carrying out my duty as I saw it, and I have acted under the 
advice of competent counsel at all stages, and the issues were submitted 
to the court, tried in open court, and they were decided, and an opinion 
was rendered by a Federal judge which, as I understand it, ran approxi- 
mately 70 pages. 
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Senator Krravuver. Saying that the original agreement which you 
signed was valid ? 

Mr. Brown. But it took him 70 pages to reach this conclusion. 

Senator Keravver. Courts take a long time. 

Senator Witry. How about committees? 

Mr. Dixon. Now, Mr. Chairman, if I may pursue it—— 

Mr. Brown. I may say that this letter was written by me to the 
Attorney General. I believe after a discussion. This is now 7 years 
later, and many things have transpired, and I must rely on my recol- 
lection, which is not. too good, about the details of this transaction, 
because there were many people communicating with me, and I was 
requested to keep the Attorney General advised about my views. 

And I believe I had a discussion and I was requested to put this in a 
letter. This letter was sent, a confidential communication from me 
in my capacity as the president of Schering Corp. to the Attorney 
General of the United States, and I am shocked beyond measure to 
find this now produced in this hearing. 

But as long as it has been produced, I see no alternative but to 
suggest that it be put in the record. 

Senator Kerauver. Very well, we will make it a part of the record. 
The part we wanted to refer to is one paragraph in which you discuss, 
and do not take exception to, the validity of the agreement that you 
had signed relative to the licenses. 

(The letter was marked “Exhibit No. 25,” but it was later decided not 
to include it in the record. (See p. 7955 for pertinent discussion.) 

Mr. Brown. I believe this was executed—can you give me the date 
of the agreement, Mr. Counsel ? 

Mr. Dixon. March 1952 I believe. 

Mr. Brown. March 1952? 

Mr. Drxon. Yes. 

Mr. Brown. This letter is dated February 29, 1952, and therefore 
spoke as of a date prior to the agreement ? 

Mr. Dixon. Obviously it did. 

Mr. Brown. Then do I understand that I am being interrogated as 
to the consistency of what I stated here? 

Mr. Dixon. No, Iam wrong. The agreement was January and in 
the letter you are writing in February, one month later. The agree- 
ment was made as of the Ist day of January 1952 by and between 
Schering Corp. and the Attorney General of the United States. 

Senator Wirey. Let’s see that. 

Senator Keravuver. And there is a paragraph in your letter to the 
Attorney General with reference to Schenley in which you talk about 
this agreement and approve of it, and make no question about its 
validity. 

Mr. Brown. Do I have the only copy of this available, Senator, 
because I will try to pass it back to you? 

Senator Kerauver. That is the only copy. I can point out the 
paragraph. 

Mr. Brown. May I step up there so you can point it out? 

Senator Keravuver. Dr. Blair, you go around and show him where 
itis. Just keep your seat, Mr. Brown. 

Mr. Brown. Senator, I am commencing to feel that. possibly I 
should stand up. I feel more as if I were in court. 
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Senator Kerauver. If you just answer our questions, we would 
get along a whole lot faster, Mr. Brown. 

Mr. Brown. Let me read this language for the record and I will 
hear it at the same time. 


Therefore, the fact that Schenley might bid a slightly higher sum for Schering’s 
stock than some of the other interested potential bidders would not seem to be a 
factor of importance since you have already decided in relation to the dispo- 
sition of Schering’s patents that any possible adverse effects upon the selling 
price of Schering’s stock flowing from the imposition of the Department’s patent 
policy was of less importance than the public interest and benefit which you 
believed would be derived from making Schering’s patents generally available. 
Since it was determined that monetary considerations were less important than 
public interest in having Schering’s patents made freely available, such con- 
siderations are certainly not of greater importance that the public interest in 
keeping the company free from the possibility of cartels or trade restraints of 
a different character and from keeping the whisky ring out of the public 
health field generally. If the Department without an express mandate could 
properly disregard monetary considerations because of the public interest in 
eliminating possible patent barriers to trade, it should be unnecessary to 
demonstrate that trade restraints in Schering’s field would necessarily follow 
Schenley’s acquisition of the company. It should be necessary only to establish 
that there is some likelihood thereof. This, we believe, has adequately been 
shown. 

Now do I understand, Senator, that this is said on my part to be 
an approval of this policy ? 

Senator Krrauver. I said you took no exception to the validity of 
the agreement that you had signed, and you pointed out that that 
was the condition, that was the reason for the price. The monetary 
matter was not so important as making the licenses available to all 
companies who were qualified and who would pay a reasonable fee. 

Mr. Brown. Senator, when you make one of your very effective 
political speeches you do not necessarily include in it all of the issues 
that you may have beliefs about, and in my case when I was debating 
this issue, I don’t know that I was called upon to state what my 
views were. 

Senator Witry. You wouldn’ imply he talks politics. 

Mr. Brown. Nor was I called upon to state what the views of my 
counsel were who so far as I now recall probably were not consulted 
at this time, because as I recall it I first consulted counsel a long time 
after the sale of the company. 

Mr. Drxon. On that point 

Mr. Brown. This was in March 1952. 

Mr. Dixon. On that point now, you have said in answer previously 
to a question that I asked you that your boss was the Attorney 
General. 

Mr. Brown. Schering’s boss was the Attorney General. My boss 
was the board of directors and indirectly my boss was the Attorney 
General, yes. 

Mr. Dixon. I wanted to get that clear. 

Mr. Brown. He ceased to be my boss after March 1952 when the 
Schering Corp. was sold. 

Mr. Drxon. But on that particular point, when you were dealing 
with the Attorney General, you bowed to his superior knowledge and 
position for imposing this condition ? 

Mr. Brown. I bowed to the power that he had, but I reserved the 
right to my own opinion, sir. 
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Mr. Drxon. And since the sale was consummated, you went back 
to your own opinion—is that it? 

Ir. Brown. What do you mean I went back to it? The implica- 
tions of this are certain] apditing. 

Mr. Drxon. If it is, Tet’s see if I can straighten it out. I do not 
mean to insult you. 

Mr. Brown. What basis do you have? What is the basis for your 
implication ? 

Mr. Dixon. You previously said that you had reservations. 

Mr. Brown. And IL also said that I had expressed these reservations. 

Mr. Dixon. All right you expressed them. 

Nevertheless when the company was sold, you then proceeded to 
interpret that agreement as you had—we said previously—expressed 
them to the Attorney General; is that correct ? 

Mr. Brown. I ask you as a lawyer if the executive of a company 
is asked by the principal stoc aa to perform an act which in his 
opinion is contrary to the best interests of the corporation, whether he 
is obligated to proceed in this manner. 

(At this point in the proceedings, Senator Wiley left the hearing 
room. ) 

Mr. Dixon. I am not saying what you could do legally or ille- 
gally. Iam trying to interpret what you understood was the mean- 
ing of this condition that was written into the agreement of sale. 

Mr. Brown. And will my understanding aid this committee in 
the determination of antitrust laws? 

Mr. Dixon. Mr. Brown, let me ask you this: I will see if we 
can clear that point up. Isn’t it true that after the sale took place, 
the Department of Justice did sue Schering Corp., with the pur- 
pose of the suit to get an order to require Schering Corp. to com- 
ply with the directive and agreement ? 

Mr. Brown. I have just so stated. 

Mr. Drxon. Is it not also true that in a subsequent proceeding, the 
district court stated of this litigation that Schering had raised 
every conceivable objection to the validity of this directive and 
agreement, and that each and all of these objections were found by 
the court to be baseless? Rather than to ask you whether it was 
said that way, Iwill read you what the court said : 


In the ensuing litigation Schering raised every conceivable objection to the 
validity of this directive and agreement. Each and all of these objections 
were found by the court to be baseless, and this court accordingly entered its 
final order herein July 8, 1955, adjudging among other things, “(@) that the 
agreement between the parties made as of January 1, 1952, is a lawful and 
enforcible contract and imposes upon the defendant the obligation to perform 
the agreement according to its terms and in good faith,” and adding similar 
terms as to Schering’s compliance with the directive. 


Mr. Brown. On what page did this appear, sir? Is this the 
US. district court ? 

Mr. Drxon. This is the U.S. district court. 

Mr. Brown. On what page was this? 

Mr. Drxon. On page 3 of a mimeographed copy of the decree. 

Mr. Brown. This is the decree and not the opinion. 

Mr. Drxon. This is the opinion to construe the final order that I 
amreading from. It reads further: 
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The order further recited, “(d) that by article VI of the agreement de- 
fendant is required to make to applicants for licenses offers to license with- 
out qualifications or conditions not appearing in the agreement, and not contin- 
gent upon subsequent decisions by its board of directors to issue licenses.” 

This opinion I have read from was rendered, was it not, on No- 
vember 21, 1956, which was in excess of 4 years after the agreement 
of sale took place ? 

Mr. Brown. I’m not personally familiar with this opinion, but 
my counsel informs me this was not the main opinion to which I 
have just made reference. 

This was an opinion in the supplemental proceeding. 

Mr. Drxon. You are talking about the first opinion. This is the 
second opinion, 

Mr. Brown. Courts are created under the Constitution of the 
United States and under the laws of Congress for the purpose of 
adjudicating disputes, and we took this dispute to court. 

Mr. Dixon. On the question of who was a qualified licensee, you 
went to court and the court found, did it not, that Hexagon was a 
qualified. 

Mr. Brown. I’m very sorry, sir, I’m chief executive of this company 
and not the attorney for the company and I am not personally 
familiar with what the issues may have been. 

Mr. Dixon. Mr. Chairman, I ask that this be made a part of the 
record. 

Senator Kerauver. Let it be made a part of the record as exhibit 26. 

(Exhibit No. 26 may be found on p. 8458.) 

Mr. Dixon. Mr. Brown, isn’t it true that your company is still in 
litigation with the Hexagon Co. ? 

Mr. Brown. I believe that there is an arbitration proceeding pend- 
ing, yes; and the arbitration proceeding is a proceeding which was 
provided for in the agreement, which the court held was a binding 
agreement, and we are proceeding in accordance with this agreement. 

Mr. Dixon. This same Hexagon Co. decided to go to court. and have 
the court rule that they were qualified. Part of the agreement 
which you were directed by the court to live up to dealt with the fact 
that you had to license a qualified applicant upon payment of a rea- 
sonable royalty. 

Isn’t. it true that what is in litigation now is the royalty that you 
have demanded of Hexagon in order for them to become a licensee? 

Mr. Brown. The agreement provides, as I understand it, that if the 
parties do not themselves agree upon a royalty, that it must be sub- 
mitted to arbitration, and a board of arbitrators have the matter 
under consideration. 

Mr. Drxon. Wasn’t it pretty clear to you that the reason the Attor- 
ney General imposed this condition of sale was to make the then held 
patents available generally to qualified people upon a reasonable 
basis ? 

Mr. Brown. This is one of the issues in the litigation. 

You are now asking me for my opinion on this matter ? 

Mr. Drxon. Yes. 

Senator Kerrauver. I think it is obvious that the purpose—— 

Mr. Brown. This does not involve of course any of the steroid 
patents as I understand it. This involves an antihistamine patent. 
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Mr. Drxon. You are correct, sir. 

Mr. Brown. But this is a hearing which I was requested to prepare 
for in the field of steroids, steroid hormones, and you are now off 
in the field of antihistamine patents. 

Senator Keravuver. No; we are off in a field of your execution of an 
agreement and then later on refusing to carry it out. 

Mr. Brown. Senator, I went as the chief executive of this company. 
This company went to court for the adjudication of issues which were 
raised and which were of such seriousness that it took a considerable 
time to try and a considerable time of an able judge to decide. 

This is what the courts are for, and we proceeded in good faith, 
and I don’t believe that we can try this case out here with any fair- 
ness to our company, because the issues are too complex, and this 
setting is not exactly the kind of a setting in which we can make a 
proper presentation of the issues. But I will be prepared to do so if 
you will afford me time to do so and we will have counsel here to 
present it for us. 

Senator Kerauver. That is all right, Mr. Brown. You see, we 
are interested in competition, and the Attorney General wanted small 
companies to have a chance to get licenses. The sale price of Scher- 
ing by the Attorney General would have depended to a considerable 
extent upon whether there would be this open license feature in it 
or whether it would be closed. The Attorney General decided on an 
open license feature, and you signed an agreement going along 
with it. 

Mr. Brown. I was required to sign the agreement by a directive 
from the Attorney General. 

Senator Krerauver. I don’t think anybody is required to sign any- 
thing unless they want to sign. They can quit. 

Mr. Brown. I believe there were penal offenses for not signing this. 

Senator Kerauver. If you didn’t want to sign, you could have 
just, quit. 

Mr. Brown. I beg your pardon, Senator. If you receive a directive 
from the Attorney General, I believe that you are obligated to carry 
this out under penal consequences. 

Senator Kerauver. I have heard of a lot of people resigning be- 
cause they didn’t like the policy that it was suggested that they go 
along with. 

Mr. Brown. Senator, anybody who knows me knows I never resign 
to get away from an issue. 

Senator Kerauver. Anyway, you signed the agreement and little 
companies did apply for licensing. Between 1952 and 1959 this little 
Hexagon Co. has been applying and they haven’t received a license yet. 

Mr. Brown. This is not true, Senator. Under the provisions of this 
agreement, they get a license from the date that they apply and the 
royalty rate is suspended. 

Senator Kerauver. Since the court decision. 

Mr. Brown. This is not since the court decision. The court deci- 
sion speaks as of the date that they made their application, and it 
relates back to this, and this company has been selling one of the 


compounds covered by this patent continuously throughout this 
period. 
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Senator Kerauver. You asked a royalty of 50 percent, didn’t you? 
Or what royalty did you ask for ? 

Mr. Brown. We asked for a royalty based upon the character of 
their sales, which was sales in bulk and not in packaged form, and 
the board of arbitrators as I understand it allowed us the royalty 
which we asked for. 

Just a minute. 

Senator Krrauver. That was subsequently overturn in the courts. 

Mr. Brown. The Board of Arbitrators consisting of 3 independent 
men granted a royalty of 50 percent. 

Mr. Dixon. That was later overruled, was it not ? 

Mr. Brown. I don’t understand that it was overruled. 

Senator Kerauver. That was appealed to the courts and overruled, 
as I understand it. 

Mr. Brown. I don’t understand this. I think the royalty award 
was set aside on a technical ground that some years previously one 
of the arbitrators had had some minor business transaction with Scher- 
re Corp. which no one knew about at that time, involving less than 

100. 

Senator Krravver. May I ask, Mr. Brown, what is your pleasure 
about this? I had hoped to finish by now but we do have some other 
questions. Would you rather return ? 

Mr. Brown. Senator, I am at your disposal. 

Senator Kreravuver. In view of the fact that there are a number of 
other questions, I suppose we had better recess now until 2:15. 

(Whereupon, at 12:45 p.m. the hearing was recessed until 2:15 p.m. 
of the same day.) 

AFTERNOON SESSION 


Present: Senators Kefauver and Wiley. 

Senator Keravuver. We will endeavor to get started now. We have 
quite a number of witnesses this afternoon, so we will try to finish 
with you, Mr. Brown, as soon as possible. 

Mr. Brown. I will be very happy about that, Senator. 

Senator Kerauver. There was some discussion this morning as to 
whether you had been notified that we were going to ask you about 
the litigation involving the licensing of your patents. 

I find in the letter that we wrote you, Mr. Brown, of November 
18, that we specifically say : 


Among these are the reasonableness of your prices; patent matters; and the 
litigation in which you have been involved concerning the licensing of your 


patents. 

I thought that should be clarified. I will put the entire letter in 
the record as exhibit 27. 

(Exhibit No. 27 may be found on p. 8460.) 

Mr. Brown. Thank you, Senator. I am glad you have done so. I 
didn’t mean to imply I didn’t know about the litigation. Litigation 
is a very broad term. 

Senator Kerauver. Yes. 

Mr. Brown. But I think I more specifically directed my remarks 
to the letter dated in 1952, which goes back quite a ways, and was of 
a confidential character, and under the 
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Senator Kerauver. For your information, I believe that letter is 
in the hands of another committee and has been made public. 

Mr. Brown. I must say that I am shocked that a confidential com- 
munication to a high Government official would end up in a public 
record, and I would like to make a request to withdraw my request 
that it be put in the record, because I think this is unbecoming of 
me inasmuch as this has certain expressions concerning another 
company. 

Senator Keravver. I don’t see 

Mr. Brown. If it is put in the record I would like this to be done 
at the committee’s own initiative. I make this as a personal request, 
sir. 

Senator Kerauver. You wouldn’t want to ask that it be put in the 
record ? 

Mr. Brown. I am also the one who is making the other request 
now, Senator, which I ask you now kindly to entertain. 

Senator Krerauver. I don’t know whether the letter has been used 
by the press or not. It is not a matter of any great importance. You 
asked that it be put in the record. If you want it taken out of the 
record 

Mr. Brown. I think as a matter of consideration I would prefer 
to have it that way. 

Senator Kerauver. Very well, we will grant your request. 

Mr. Brown. Thank you very much, sir. 

Senator Witey. That doesn’t apply to the matter you read into the 
record. 

Mr. Brown. Oh, no. 

Senator Witey. That is part of the letter. 

Mr. Brown. I understand that, sir. 

Senator Kerauver. Allright. Mr. Dixon, you have some questions ? 

Mr. Dixon. Mr. Brown, on one subject we talked about yesterday, 
since that time we have been informed that some of the items in your 
catalog are not discounted 15 percent to the retailer. 

Mr. Brown. This is correct, yes. 

Mr. Dixon. This applies to Metacortone and Metacortelone, does 
it not ? 

Mr. Brown. The discount of 20 percent to wholesalers applies to all 
of our products. I was incorrect and I intended to correct the record 
later on by calling attention to the fact that I may have been misunder- 
stood because it wasn’t clear in my own recollection as to exactly how 
that came out. Our normal discount on most of our products is 15 
percent. In some instances—I think these are classified as category 
A products. Our discount system has undergone changes over a period 
of time, and the normal discount to the direct buying retailers was 
previously 15 percent, and some of the products are put in a 10 percent 
category. 

Then we have a C category I believe which carried no discount, and 
I was informed last evening by one of my associates that Meticorten 
and Meticortelone are in the C category. 

However, I believe the prices that were shown, on which this caleu- 
lated spread or markup was calculated, were gross prices and did not 
carry the 20 percent discount for wholesalers, and of course the pur- 
chases that go through wholesale channels are very considerable, so 
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that using the higher figure would be the price at which the retailer 
would buy from the wholesaler. 

Senator Knrauver. That is made clear, Mr. Brown 

Mr. Brown. Rather than the price which our company would 
receive. 

Senator Kerauver. That is made clear in the exhibit. It says, 
“prices to druggist one gram 35.80.” This is referring to druggists. 

Mr. Brown. I see. 

Senator Kerauver. Anything else ? 

Mr. Dixon. That is all. 

Senator Kerauver. Senator Wiley, do you have some questions at 
this point ? 

Senator Wixey. I waive at this point. 

Senator Kerauver. Mr. Chumbris, you said you had some questions. 

Mr. Cuumepris. Yes. Mr, Chairman, I have just one item that I 
think needs to be clarified in the record of yesterday. It is in accord 
with our instructions from Senator Dirksen to try to have as care- 
ful and objective a record as possible. Yesterday Dr. Blair intro- 
duced an exhibit dealing with prednisolone as to the computed costs 
and actual prices, and I quote from this exhibit: 

“Computed cost, ex”—I understand he interprets that as exclud- 
ing—“selling and distribution costs $1.57. Price to the druggist 
$17.90.” And that was interpreted by Dr, Blair to be 1,118 percent 
markup. But in figuring out the excluded selling and distribution 
costs, what do you find# You find that your selling costs are 33 per- 
cent, so 33 percent of $17.90 is approximately $6, so you add that 
$6 to $1.57. Then you take your research cost which is approximately 
8.5 percent and you figure that 8.5 percent of $17.90 and you get 
$1.52. So you add all of these items and you get the $9.09 cost 
as against the price of $17.90, and the relationship there is from 
$9.09 to $17.90, a 97 percent markup rather than 1,118 percent which 
puts Dr. Blair exactly 1,000 plus percent wrong in his interpretation 
of yesterday. 

But you even go one step further because according to Dr. Blair’s 
charts, this company is operating at 16 percent of sales, which means 
it is operating at a cost of 84 cents of every dollar. So in figuring 
these 3 items, you still have left out (there is 9 percent for this 
$1.57, 33 percent for selling, that is 43 percent plus 8.5 gives you 
about 51 percent) 51 from 84 gives you another 33 percent which is 
left out. 

So when you add that together, you get another $5.94 bringing a 
total of $15.03 actual unit cost per item. , 

So $15.03 subtracted from $17.90 is 16 percent markup and not 
1,118 percent which made the headlines yesterday. Now if we are 
going to have a careful and objective record when these exhibits are 
placed in they must tell the full story. 

Dr. Blair can’t properly use the cost of $1.57 excluding selling and 
distribution when selling and distribution amounts to 33 percent of 
your cost. It is not an objective presentation to put in the record, 
and that is the main reason. 

There was one other point, Mr. Chairman. 
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Senator Kerauver. Just a second. The jump between $1.57 and 
$17.59 was 1,118 percent. It is clear on the ee of it that is ex- 
cluding selling and administration cost. 

Mr. Cuumpris. The point I am bringing out 

Senator Keravuver. There is no research involved in what Schering 
buys from Upjohn. 

Mr. Cuumpris. I had not quite finished, Mr. Chairman. 

Senator Kerauver. Let Dr. Blair explain. 

Mr. Cuumpris. After I finish I think he can explain it in full and 
see if we arrive at the same view. 

Senator Keravuver. Very well. 

Mr. Cuuments. I will read from the transcript, and it says—— 

Senator Wirry. What page? 

Mr. Cuumprtis. Page 60. 

Senator Kefauver, you asked Mr. Brown to explain some of these 
costs which he proceeded to explain, and then quoting you: 

I think for the industry as a whole the research percentage is 7 percent, but 


yours is a little higher, 8.5 percent in 1958. What is the percentage of markup 
from $1.57 to $17.90? 


Dr. Blair says: 

Mr. Chairman, it is 1,118-percent markup, roughly 11 times. 

But in doing so he has already excluded your 8.5 percent that you 
agreed to was the research, and he also excludes the 33 percent for the 
selling and distribution, plus other costs Mr. Brown noted. Then 


again on page 130, when we are dealing with this 7,000-percent mark- 
up, it says: 





The fact that you spend 8 percent for research and 32 or 33 percent for sales 
makes it pretty hard to justify a 7,000-percent markup. 

But you don’t subtract the 8 percent and the 33 percent from the 
7,000 percent. What you do is you take 8 percent and the 33 percent 
of the price of $8.40 and add it to the cost of a pill that they brought 
out in the first instance, and then add any other costs that might be 
essential, and then subtract that figure from the selling price and, 
when you do that, you have got to end up with 16-percent markup, be- 
cause that is the profit that they are showing on their charts, and that is 
the only possible way that you can get a fair and objective view of what 
their profits are, and if they could get 1,118 percent on one product and 
7,000 percent on another product, they would never pee! up with a 
16-percent profit. 

They would end up with about 1,000-percent profit, as was brought 
out on the Senate floor, that some companies were making in one type 
of business that was going on down in Virginia that made the head- 
lines as stated on the Senate floor. 

But you have to check that carefully, too, because those figures may 
have been given in the same light that the exhibit given yesterday by 
Dr. Blair was. 

Senator Keravuver. The second product referred to is “Estradiol.” 
Schering pavs 11.7 cents for it and sells it for $8.40. That is a 7,079- 
percent markup. 

If you add 83 percent and 8 percent to the 11.7 percent, you get 
52.7 percent. 


35621—60—pt. 149 
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Mr. Cuoumepris. You don’t do it that way, Senator. You do it by 
percentages. The percentages—the pill was approximately 9 percent 
of the sales. Then from that you add 8.5 percent, which is a cost. 
Then you add the 33 percent, which is the selling and distribution, 
and then you also must add the balance that makes up your 84 percent, 
which is the cost of the company. In this company it is 84 percent. 
In another company it may be 86 percent. Some people operate 
maybe on 7 percent of sales, others at 10, others at 15. But you don’t 
subtract it from the 7,000, because the 7,000 percent in the first place 
was obtained because you excluded all the other costs that are referred 
to. 

In other words, jumping from 11 cents to $8 makes 7,000 percent, 
but when you add these other figures, you get $6.72 in costs as against 
the $8 price. 

Now, Mr. Brown may have a different theory, but as I see it, if 
you are going to determine on the question of the costs, we have got to 
see that all of these costs go into the item before we determine per- 
centages like were placed in the record yesterday. 

Senator Krerauver. You may be able to justify a difference between 
11.7 cents and $8.40, on something that is bought in bulk, tableted, 
and then sold, but it is rather difficult for me to do so. 

Senator Witry. Mr. Chairman, I am trying to prove these figures, 
and I think that what we have just heard is pretty good proof. Take 
the net sales, multiply it by 16 percent, it makes something over $12 
million. You will notice that his income sheet, the balance sheet, it 
is $12,453,000. 

Now, if you take the total amount of net sales and you arrive at the 
net income, you will find that it proves about 16 percent. Now, I 
just figured that out now, I never thought of it before, but having 
gotten the figures from him, you will see that that is the way it works 
out. 

Has anyone got a pencil ? 

Senator Kerauver. The chart shows 16 percent. on sales. 

Senator Wier. That is what I am saying. Instead of getting 
1,000 percent, you see 16 percent. 

Senator Keravuver. We were talking about particular products that 
they sold. 

Dr. Blair? 

Mr. Brown. May I comment upon this, Senator? 

Senator Krravver. Let’s let Dr. Blair reply. Mr. Chumbris’ ques- 
tion was asked of Dr. Blair. 

Mr. Brown. I beg your pardon. 

Mr. Buatr. Mr. Chairman, if there is any doubt in anyone’s mind 
that the exhibit to which Mr. Chumbris makes reference did not 
include selling and distribution costs in the computed cost of $1.57, I 
would certainly want to take this opportunity to eliminate any such 
confusion. 

The table clearly states that the computed cost is “Ex” selling and 
distribution costs, and this computed cost per 100 pills was shown to 
be $1.57, and per 1,000 pills $15.67. 

Now, what we have here is the computed cost for a particular 
product based upon tangible pieces of evidence relating to that prod- 
uct. It does not relate to the corporation as a whole which, as Mr. 
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Brown has brought out, makes more money on some products than on 
other products, and on some products actually loses money, _ , 

This tangible evidence was the actual price at which Schering 
purchased prednisolone from Upjohn, which was $2.37 per gram ; 
the amount required to make 1,000 tablets was five times that or $11.85. 

Now, what Mr. Chumbris has done is to start from that product, 
figure relating to prednisolone and to derive certain estimates for 
selling and distribution costs and for research on the basis of the rela- 
tionship of those costs to Schering’s total sales reflecting its operations 
as a whole. 

Now, | did not do that for the reason that I did not have the 
temerity to do so. I did not know how, in the case of 100 tablets of 
prednisolone, Schering’s margin between $1.57, which is our com- 
puted production cost, and the price to the druggist of $17.90, is di- 
vided up. I did not know how much went to selling costs, how much 
to other distribution costs, how much to profit. It would have been 
injudicious and improper for me to have assumed the allocation of 
that, rather sizable margin between selling and distribution costs on 
the one hand, and profit on the other. 

Now, however, Mr. Chumbris has not been so restrained. He has 
made estimates by applying the ratio for the corporation as a whole; 
he has thus arrived at a selling and distribution expense of $6 to 
be added to the $1.57. He has arrived, by taking the ratio of research 
to sales for Schering as a whole, at research costs of $1.52, making a 
total estimated cost on this basis of $9.09. 

Now, if this is the method by which Mr. Chumbris wishes to have 
the committee allocate the margin between $1.57 and $17.90, that is 
his preogative. I merely wish to point out that if this is done, the 
difference between the $9.09 which is the sum of the prednisolone 
price itself, the bottling, the tableting charges, the selling and 
distribution costs as derived by Mr. Chumbris using the ratio appli- 
cable to the corporation as a whole, and the research costs derived in 
the same manner, the difference between that $9.09 and the price 
to the druggist of $17.90, is $8.81, which would be a profit margin of 
49 percent. 

Now, I did not wish then, and I do wish now to give the impression 
that this is the proper means of allocating this overall margin 
between what might be called the computed factory price, bottled and 
tableted, and the price to the druggist. If it is divided on this pro- 
duct, in the manner suggested by Mr. Chumbris 

Mr. Cuumpris. Please quote me correctly, Mr. Blair. 

Mr. Buarr. The net result is a profit margin on this product of $8.81 
as contrasted to a sum total of all costs of $9.09. 

Mr. Cuumpris. Mr. Chairman, Dr. Blair left out one very impor- 
tant item, and that is why he is so far in error the second time. 

I pointed out with my first calculation I was only using the figures 
of $1.57 used by Dr. Blair, the 33 percent used a the table here, 
the majority, and the 8 percent for research. 

I also pointed out further that that only amounted to about 51 
percent of the cost instead of 84, which is what these people operate 
under, 84 percent cost, because they get 16 percent profit, correct? 

Mr. Buatr. No. 

Mr. Cuumpris. Wait a minute. 
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Mr. Buatr. You asked me if it was correct. No. 

Mr. Cuumeprts. I don’t see any sense—— 

Mr. Buatr. The 16 percent is the ratio for the corporation as a 
whole. Youare talking here about an individual product. 

Senator Krerauver. Mr. Chumbris, you make your statement. 

Mr. Cuumpris. I have finished my statement, but I don’t like to 
have Dr. Blair paraphrase it unless he does it in full. That is the 
only point I am bringing out. 

Senator Keravver. All right. 

Mr. Cuumpris. My whole point brings out that in unit-by-unit costs 
it would be $15.03, and not $9.09 as pointed out by Dr. Blair. I am 
just using his own figures up on the board, and the figures that were 
brought out. They are not confidential; they are right here in the 
consolidated statement of income and earned surplus which shows 
what the costs and charges are. 

Mr. Bratr. May I comment now, Mr. Chairman ? 

Senator Kerarver. All right. 

Mr. Bratr. What Mr. Chumbris has done is to use two different 
methods in arriving at what the profit would be on this particular 
product. In one method the result of what he has done is, as I have 
just indicated, a profit of $8.81 or 49 percent. 

Now, the other technique he has used is to take profit as a percent 
of sales for the corporation as a whole, which was 16 percent in the 
year shown, apply 16 percent to the $17.90, which is the price to the 
a and come out with the conclusion that the profit was only 
$2.87. 

Now, it may well be that the profit on this particular product is 
no more than the ratio of the profit to sales for the corporation as a 
whole. but that is an assumption rather than a conclusion which has 
yet to be demonstrated by Mr. Chumbris or Mr. Brown. 

Senator Krravver. T think we all understand one another. Are 
there any questions of the witness? 

Mr. Cuumprts. I wanted Mr. Brown to comment on whether the 
1,118 percent markup that was exhibited yesterday is a true reflection 
of his company’s markup. 

Mr. Brown. I will be very happy to do so, and T can say categori- 
cally that it is not. I felt verv sad when T went to the hotel last 
night and picked up a copy of the Evening Star and saw in the left- 
hand column the following heading : “Senators find 1,118 percent drug 
markup.” And the reason TI felt sad was because as an American 
citizen T felt that it was most unfortunate that in a hearing before 
this committee exhibits should be prepared which would so grossly 
misconstrue the true facts. 

Senator Kerarver. Mr. Brown 

Mr. Brown. This was prepared for the committee, Senator. 

Senator Keravver. Wait a second, Mr. Brown. I see nothing in 
this exhibit that grossly misstates the facts. This savs very clearly 
“Ex selling and distribution costs,” so that I must take exception to 
that statement. 


Mr. Brown. Senator, T hope vou will indulge me in my own opin- 
ions on this. and I think the headlines tend to bear me out. 
Senator Keravver. Very well. 
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Mr. Brown. The information was misleading, and I believe that it 
should be corrected both as relating to costs and markups, because 
the concepts used here are very foreign to the true way in which 
business is conducted, and this I may say is accepted, the method by 
which business is conducted is accepted by the U.S. Government in 
respect to the payment of income taxes, and I am informed by 
the Federal Trade Commission in the business statistics which they 
maintain, and the result has been these distorted impressions which 
are severely damaging and most unfair to our company. 

We at Schering do not allocate costs on a product-by-product basis, 
and I am sure that in this industry this is not the case, first, because 
this cannot be done, and second, because it would serve no useful 
purpose if it were attempted. 

Let me show you a typical cost pattern based on applying the rela- 
tionship of the various costs shown in our financial statement for 1958, 
a copy of which I believe is in the hands of this committee, to the 
prednisolone 5 milligram tablet 100 per bottle, 100 tablets per bottle, 
that we were discussing yesterday, and I will do this in the way which 
is customary and accepted both by accountants’ and economists in 
business and in Government as well. 

In the first place, it was indicated that the drug list price for this 
item was $17.90 a bottle of 100 tablets. For this, however, we would 
have received $14.03 after regular trade and cash discounts on sales 
to wholesalers, and only would have received the $17.90 on direct 
sales to retailers, which is a smaller part of our business than our 
sales through wholesalers. 

Based on the analysis of the costs on sales through wholesalers, the 
costs on this item, on the basis of typical relationships in our com- 
pany—and we are a company as a whole just as this newspaper sells 
not only newsprint but also sells circulation and service; you dun’t 
have to go to the dock at the Star to buy it, it is delivered to you. 
The advertisements are not sold on the basis of the cost of the paper 
that they are printed on and the cost of the ink that goes into this, 
but it is sold on the basis of the business management, the genius, the 
brains of the writers who write these articles, and the circulation which 
is obtained by this paper at great expense. 

So in our case the production cost of sales would be $3.05. The 
selling expenses would be $4.80. The research expenses would be 
$1.20. The administrative expenses would be $1.22. The royalties 
and other expenses would be 7 cents, and the income taxes which we 
py to the Federal Government would be $1.96, or a total cost of 

12.30. 

Now, the difference between these costs and what we would get for 
the product where we sold it through wholesalers, which is the bulk 
of our sales, would be $1.78, or 12.3 percent of what we received for 
the product. 

Now, this figure would be less than the 16 percent which we derive 
as overall profit on sales as was discussed yesterday and as is reflected 
by our financial statements, because we have excluded income and 
and interest, royalty income and interest’ income from these 
calculations. 

I said yesterday, and I trust you will permit me to repeat, that a 
12.3 percent return on sales is a reasonable return, considering the 
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unusual risks involved in this business. These risks, I may say, hav- 
ing recently been recognized in a very important report issued by 
Her Majesty’s Stationery Office for the Queen of England entitled, 
“The Cost of Prescribing,” and known as the Hinchliffe report, in 
which it lays emphasis upon the fact that in this industry a product 
can be here today and gone tomorrow, and that this is a factor which 
must be recognized. I would like to quote this portion as soon as I 
find it here. All of the costs of the business must be considered when 
we make up this type of judgment, and to consider only some of 
these costs and not others is unrealistic and results in misleading con- 
clusions as well as, I may say, unfortunate and misleading headlines 
such as this. 

These figures represent the average or typical situation. There 
will be some products consequently with lower and some with higher 
costs or profit results. But the implications and deductions which 
have been made from less than the entire picture which was pre- 
sented to you, to this committee yesterday by the staff, have been 
injurious to us and I believe to the industry, if I may say so. 

For it to be implied that some of the costs are unnecessary or 
excessive places you in the position of passing judgment on the nature 
or quality of the services which are performed, and I am sure that 
this committee does not. wish to undertake this responsibility. I 
doubt that you would wish to do this. 

Schering has not violated any law that I know of in the conduct 
of its business In my judgment, Senator, I believe we have taken 
into account the public interest and the public welfare, and I believe 
that we can best serve the public welfare by running Schering in a 
sound manner, and endeavoring to push back the frontiers of 
medicine. 

I would like to say to you, sir, that we have been a small company, 
and we are now a company of modest size, and we have made this 
growth on the basis of our dedication to a cause, the cause of health, 
and in order to do this, it was necessary for us to spend money, and 
in order to spend this money, we had to earn the money, and we 
earned the money by varying degrees of profits on the sale of the 
product which we sold. And these contributions, I believe, have 
been acknowledged and they have been significant, and these are 
the things that have enabled men to work who were unable to work, 
and men to walk who had previously been unable to walk. And 
T believe that if we are to have progress in medicine, it must be by 
having a fund from which we can continue to conduct this type of 
research regardless of the in’s and out’s of our income position at the 
time, and we are endeavoring to do this. 

Our dividends in relation to our earnings, I am sure you must 
asknowledge, are modest, so that we are conserving these funds for 
the benefits that we hope humanity will derive from it in the future. 

Senator Krravver. Mr. Brown, of course you can allocate your 
costs any way you want to. That is your business. The figures 
speak for themselves, that. you earned 16 percent on sales, about 
22 percent on net worth after taxes, and also the figures speak for 
themselves in the drug industry as the highest profit industry among 
the manufacturing industries of the country. 
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You spoke about the stock dividends being reasonable. I might 
ask you a question or two about that. I think on the basis of $80 
you don’t pay a large dividend. When the corporation was sold in 
1952, the shares were sold at $17.50 a share, were they not? 

Mr. Brown. To the public. 

This was by the underwriters who bought from the Government. 

Senator Kerauver. That’s right, then later on when some matter 
came up, shares were split, isn’t that true ? 

Mr. Brown. The splitting of the shares merely meant that where 
a stockholder had one share he received two shares which represented 
the same interest that he had before, Senator. 

Senator Kerauver. Yes, that’s right, they split 2 for 1 Shares 
now sell, I believe I noticed in the paper this morning, for $80 each. 

Mr. Brown. I will have to accept your statement on this, because 
I don’t look at the quotations very often. 

Senator Kerauver. That would be 160 before it was split. You 
operate Schering under a voting trust agreement, do you not, Mr. 
Brown ? 

Mr. Brown. No, sir, I operate it under the management of the 
board of directors, but there is a voting trust agreement. 

Senator Kerauver. A voting trust agreement? 

Mr. Brown. Yes, sir, involving part of the stock. 

Senator Krrauver. You and other officers in Schering have con- 
trol of 9.2 percent of the common and preferred voting stock. 

Mr. Brown. The voting trust, Senator, does not contain any stock 
that I have any personal financial interest in. 

Senator Krrauver. I know, but you have control. You and the 
other officers have a voting trust which has 9.2 percent of the voting 
stock. 

Mr. Brown. This is stock which was owned by the stockholders 
of a company with which we merged, and this stock is held in a 
temporary voting trust from which it can be released at any time by 
the sale of the stock in the open market. 

It is a customary device in business, in this type of a situation, 
when a large company merges with a closely held 

Senator Kerauver. I am not criticizing it, Mr. Brown. 

Mr. Brown. Senator, implicit in my presence here is criticism of 
practically everything we hers done and you will pardon me for 
wanting to explain that this is not an unusual thing. This is a very 
customary thing when a large company, a larger company, merges 
with a smaller company which has closely held stock. 

Senator Kerauver. You say that is customary. It isn’t customary 
always for the management. to be the largest stockholder. That is 
true in a few corporations, but it is rather unusual. 

Mr. Brown. Senator, this is absolutely incorrect. The management 
of this company is not the largest stockholder. There is a block of 
stock which is not connected with the management in which I per- 
sonally and one of the.other directors of the company, who is the 
president of White Laboratories, are trustees in a trust capacity. 

Senator Krrauver. We have from SEC a list of all the large 
stockholders. We subpenaed the records. According to our informa- 
tion, the voting trust has 9.2 percent, Merrill Lynch, Pierce, Fenner & 
Smith has 8.1 percent. 





7964 ADMINISTERED PRICES 


Mr. Brown. Thisisas of what date, Senator ? 

Senator Kerauver. That is as of the beginning of this year. Do 
you vote that stock ¢ 

Mr. Brown. The stock is voted by the 5 trustees; a proxy is executed 
and I believe that I—just a minute, I can’t even tell you whether 
I was one of the holders of the proxy. Yes, I am one of the 3 proxies. 

Senator Kerauver. Mr. Fox is another trustee, isn’t he? Who are 
the trustees, Mr. Brown? 

Mr. Brown. Just a minute, Senator. I can’t tell you offhand. 
Senator, do you have that information ? 

I can’t tell you. 

Senator Krrauver. Yes, I have the 5 trustees; they are Mr. Brown, 
president, and Mr. Fox, treasurer of Schering; Mr. DeCesare, 
president, and Mr. Willer, chairman of White, which you acquired, and 
Mr. Cowan, the banker. 

Mr. Brown. That’s right. Mr. Cowan is the deciding vote in case 
of a dispute, but this is handled routinely, and it is simply a routine 
matter, the handling of proxies and there has never been any division 
in the voting of the Schering stock. 

Senator Keravuver. In any event this voting trust is the largest 
stockholder and does control the corporation ¢ 

Mr. Brown. There are now 229,068 shares of common and 113,547 
of preferred in this trust, of which I own none. 

Senator Krrauver. You own none in that trust, but you own some 
otherwise ? 

Mr. Brown. By law I am required to and this has been disclosed in 
the proxy statements. 

Senator Krerauver. Yes, we have that, sir. 

Mr. Brown. May I ask, Senator, are my personal financial affiairs 
to be investigated ? 

Would this be of aid to this committee? 

Senator Krerauver. We are interested in the other costs. 

Mr. Brown. I just wish to inquire whether this committee needs 
access to my intimate personal affairs in order to legislate on this 
important area? 

Senator Krravver. SEC has public information about your stock 
operations, and we have that here. 

Mr. Drxon. I think that this is the appropriate point to put that 
information in the record. We have put that same information in 
the record in our other administered price hearings in the steel and 
automobile industries. From SEC we understand that in 1958 your 
salary was $75,000 and your total compensation was $76,687. We 
also understand that you have a contract providing for compensation 
for 12 years following termination of your services as president. 
This compensation is to be $13,000 per annum plus $2,000 for each year 
you have served as president since the 1st of September 1957, with a 
10 year limitation for formula purposes. 

Mr. Brown. May I ask the purpose of putting this in the record? 

Senator Kerauver. We want to know what the other costs are, 
Mr. Brown. 

Mr. Drxon. That is, if you, Mr. Brown, retired 2 months ago, 
your annual compensation for the next 12 years would have been 
$13,000 plus two times $2,000, or $17,000. If you were active until 
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1970, your contract calls for $13,000 plus $20,000 or $33,000. These 
appear to us to be, from what we found out from SEC, issued to your 
retirement fund. 

Also from the public record about stock options, it is disclosed, 
although it appears to be incomplete, but at least the following infor- 
mation is available: It appears that you exercised stock options for 
2,000 shares at $25.71 on the 3d day of November 1958 when the 
market price was $48.50, that you exercised options for 1,000 shares 
at_ $25.71 on the 7th day of November 1958 when the market price 
was $50.25. It also discloses that you were granted options for 
7,500 shares at $52.49 on the 25th of November 1958 when the market 
price was $55.25. These options are not exercisable until the 25th 
day of November 1960. 

The total cost, as we compute this, for these 10,500 option shares 
is $470,800. The market closed, as of the 20th of November 1959, 
at 76.5, and the total market value of these shares would be $803,250, 
representing a paper profit of $333,450. 

After paying capital gains tax of 25 percent, there would remain 
over $249,000 under this computation. These calculations do not 
include 2,100 shares that you held from prior purchases nor the value 
of any other options that you may hold which were not listed in the 
1959 proxy statement. 

That same information, sir, we have obtained from other industry 
officials during previous administered price hearings. 

Senator Kerauver. Mr. Brown, do you follow the stock-option 
plan for all of your officers, for Fox and these other people! 

Mr. Brown. Yes, sir. 

Senator Kerauver. How many get stock options? 

Mr. Brown. I would have to get the record to be able to answer 
this information accurately. If you would care to have me supply 
it, I will be very happy to do so by letter. 

Senator Kerauver. We would appreciate your doing so. Did you 
vote yourselves these stock options or where did they come into 

ing ? 

Mr. Brown. They were granted to each of the recipients by a stock- 
option committee consisting of three members of the board of direc- 
tors, and I believe I am correct in saying that these are not officers 
of the company. 

I sit with this committee and consult with them at the time that 
these options are granted. 

Senator Kerauver. I assume that this was submitted to the stock- 
holders for their approval, do you know % 

Mr. Brown. The whole plan was submitted to the stockholders for 
their approval, and the stockholders allocated this block of stock as 
incentive to managament and I may say that the options have been 
granted not only to the executives but to a number of other key 
employees of the company. 

Senator Kerauver. If the stock options are to be worth anything, 
the stock has to be up, doesn’t it ? 

Mr. Brown. For anything to be worth something it has to have 
a value; yes. 

Senator Keravuver. All right, Mr. Peck, you indicated you had 
some questions. 








7966 ADMINISTERED PRICES 





Mr. Peck. Mr. Chairman, in the interest of time, I am going to 
cut my questions short. 

Mr. Brown. May I interrupt you, Senator, the three directors 
who sit on the stock-option committee are not oflicers of the company 
and I sit with this committee. 

Senator Keravuver. Are you on the stock-option committee ? 

Mr. Brown. You see, because I sit with them I would have to 
consult the record to see whether I am actually on the committee. 
I don’t believe so, and I certainly did not participate in voting my- 
self an option. 

Senator Keravuver. Is Mr. Fox a member of the stock-option 
committee ? 

Mr. Brown. Counsel advises me that under the plan I am for- 
bidden to be a member of the stock-option committee and. there- 
fore not on the committee. 

Senator Kerrauver. Is Mr. Fox a member of the stock-option 
committee 4 

Mr. Brown. No; Mr. Fox is an officer and he is not on the stock- 
option committee. 

Senator Kerauver. Who is on the stock-option committee? 

Mr. Brown. Just a minute. Mr. Berry, Mr. Walker, and Mr. 
Johnston, who are three outside directors, 

Senator Kerauver. What companies are they with ? 

Mr. Brown. Mr. Berry is a former officer of the National Newark & 
Essex Bank, and has been a director of our company since 1942. 
Mr. Johnston is a former vice president of the Chase National Bank. 
Mr. Walker is the president of Electric Bond & Share. 

Senator Kerauver. Thank you. All right, Mr. Peck. 

Mr. Peck. Does the Schering Corp. price any of its drugs in such 
a way that it sells them at a loss? 

I don’t remember hearing you testify to that effect yesterday, but 
it has just been said that you did. | 

Mr. Brown. I said depending on the allocation costs I am sure that 
there are some of the products on which we make no money, but we 
do not maintain individual cost records on a product-by-product basis, 
but we rather operate on the basis of overall averages, but on the 
assumptions that have been drawn here, unquestionably this would be 
true. 

Mr. Peck. All right, sir. In light of the lengthy testimony yester- 
day concerning research, will you please tell us the source of most of 
the original discoveries in the pharmaceutical industry? What is the 
source of most of your new products ? 

Mr. Brown. The source of new products derives from the genius 
of men who are employed in the research laboratories primarily in the 
pharmaceutical industry and men who are supported in universities, 
whose work is supported to a large extent by companies in the phar- 
maceutical industry. 

Mr. Peck. Do many of these come from foreign nations, sir? 

Mr. Brown. In some instances, yes; but in most. instances the more 
important discoveries I believe have emanated from the brains of peo- 
ple in the United States. 


Mr. Peck. Who are employed by the domestic companies? 
Mr. Brown. Yes. 
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Senator Krrauver. Mr. Peck, we have a list here of the major 
breakthroughs in the pharmaceutical business, showing whether they 
occurred in the United States or in other countries. It might be of 
interest to put that in the record. 

Mr. Peck. We heard some of that read yesterday, Mr. Chairman, 
and I got the impression that many of them had come from foreign 
countries. We don’t, however, know what percentage they would con- 
stitute of the total number of discoveries. 

Senator Krrauver. No attempt has been made to get such a per- 
centage but we do have this list of important drugs and where they 
were developed, whether in American universities and drug houses or 
in other countries, which we will put in the record at a later date. — 

Mr. Prcx. Undoubtedly many of them have come from foreign 
nations. 

Mr. Brown, is it your testimony that more of them come from 
domestic sources than from foreign sources ? 

Mr. Brown. This is my impression and certainly in the case of our 
company more of our products have come from our own research 
laboratories. 

Mr. Peck. One final question. 

We have heard a lot about research. Research means one thing to 
a lawyer, it means another thing to a pharmacist, it means something 
else to a doctor, and it means something perhaps entirely different to 
an economist. 

But on drug research, sir, I would like to ask you this. After a 
new product is discovered, what. treatment is it given prior to being 
put on the market for sale to the general public ¢ 

Is there anything of major importance that. is conducted ? 

Mr. Brown. It isa very complex procedure. 

Mr. Peck. Does it take any length of time? What is a typical 
example, sir? 

Mr. Brown. I couldn't give you the case history of a particular 
drug, but Iam sure that we could gather such information and others 
may have such information on our own drugs. 

But in the first place a compound must be made. It must be made 
in the laboratory by synthetic chemical procedures or it must be the 
result of the operation of some organism on a medium of some kind 
under specified conditions. After this has been done, the customary 
procedure is to run it through a screen, and this screen is known as 
a pharmacology screen, and it varies from scientist to scientist or from 
company to company depending upon the size of the company and the 
amount, the emphasis that they may lay upon sAhisanerliona 

The purpose of this screen is to detect. activity. If this activity is 
detected, usually the product is sent back to the source from which it 
originated to see whether the activity can be improved, because in most 
mstances that we have had there have been many instances where 
activity has been shown but not a proper degree of activity, or some 
toxic manifestation. 

Mr. Pecks. Is this, sir, what you have referred to as clinical 
research ? 

Mr. Brown. This is before the clinical research stage. Then after 
the compound has finally been shuttled back and forth between the 
pharmacology screen and the source from which it emanated, let’s 
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take, for example, the synthetic chemist’s laboratory, and a selection 
has been made from a number of compounds, it is then run through 
a toxicity study, preliminary toxicity study to determine what the 
robable toxicity will be and what the probable dosage levels will be. 
Recuwhiie, the screen will have indicated the apparent areas of 
therapeutic activity. : . : 

After this has been done, it may, if therapeutic safety index is ade- 
quate, it may be given in a very small quantity under closely controlled 
conditions by an experimental physician to a human being. 

Mr. Pecx. Is this the beginning of your clinical research? 

Mr. Brown. This would be preclinical testing. Then because 
there is a variation in species reactions to drugs, and the result on a 
human being may show that it acts differently or may not act at all, 
whereas in the animal it may have shown some desirable activity, once 
that has been done toxicity studies must be run, which may take as 
long as a year or even longer. covet , 

After these have proceeded to a point where the scientists consider 
that the human safety is adequate, for giving it to several specialists 
who may want to use it in some unfortunate disease conditions to see 
if they can bring about the control of an otherwise uncontrollable 
disease, for example, it will be given to human beings, and they will be 
closely observed. All sorts of tests will be run to determine whether 
or not there are any toxic manifestations which have not shown up in 
animals. 

Then after the toxicity studies proceed a step further, this clinical 
work will be gradually expanded under the control of not only the 
internal physicians, but the experts on the outside, the independent 
physicians who must give an objective appraisal. 

Mr. Prox. Are your drugs ever discarded during this process? 

Mr. Brown. At any one of these stages either the particular com- 
pound may be discarded or it may be sent back to the beginning for 
remaking of the compound, so to speak, in a different molecular 
structure, or it may be discarded entirely, as for example if any major 
adverse influence on any one of the major organs of the central 
nervous system were manifested, it would probably be discarded. 

Finally, if it passes all of these inspection points, all of the data is 
assembled. Careful statistical analyses are made to determine that the 
variations in the results are statistically significant, and if they prove 
to be statistically significant, a judgement is made as to whether or 
not to market the drug, and if at this point it is decided to market it, 
there may be a very much wider clinical study and the drug is put on 
the market. 

Now, before it can be put on the market, however, this data must be 
submitted to the Food and Drug Administration, whose experts go 
over the protocols that are submitted, review them, and decide whether 
further data is needed. If further data is needed it is, of course, sup- 
plied. Then the information is assembled and we try to convey this to 
the medical profession as rapidly as possible through informational 
literature and through the detail staff. 

Mr. Peck. Mr. Brown, I have assked this question in the hope 
that we might be able to bring out a more complete record, as Senator 
Dirksen has asked me to do, because I felt that somehow the full 





ADMINISTERED PRICES 7969 


meaning of the word “research” had not been properly described 
yesterday. 

[shall delay further questions for some later witness. 

Mr. Dixon. To clarify one point, Mr. Brown, you will furnish the 
committee with the company’s stock option plan and the recipients 
of these stock options? 

Mr. Brown. I will be very happy to do so, and I will have the ree- 
ord carefully reviewed to see that anything else that you have asked 
for that we can furnish, we will furnish, And if you wish me to do so, 
I will be most happy to study the record and see if there is any other 
information which we can furnish which may bear upon the subject. 
that you are considering and which would be of aid to you and your 
associates, Senator, on this committee. 

Mr. Dixon. Mr. Brown, because you have raised the question many 
times, I think in fairness to you it should be stated why we consider 
the stock option plan relevant to our hearing and the relationship 
of stock options to prices. 

From our past hearings this committee has determined that high 
prices often produce high profits, and when high profits are reported 
to the public and high dividends are paid to the stockholders, this 
information becomes of interest, of course, to the investment houses 
who disseminate it broadly to investors who buy stock. This has a 
tendency to react upon the stock market, in that it causes the price of 
the stock to go up. When the stock goes up holders of stock options 
are benefited. 

In past hearings we have had evidence that when product prices 
are reduced, stock values have gone down. 

Mr. Brown. I thought the theory was that momentum of business 
would be increased if prices were reduced, and not that profits would 
be reduced. 

Mr. Dixon. The only observation here has to do with the relation- 
ship of stock option to price. 

Mr. Brown. Thank you very much for your explanation. 

Senator Krrauver. The stock option plan relates to unissued stock 
of the company ? 

Mr. Brown. Yes, Senator. 

Senator Kerauver. Then in your case this is just additional com- 
pensation to you? 

Mr. Brown. To the extent that I participate in the stock option, 
this is true; yes, sir. 

Senator Keravver. For instance, here you had an option of 2,000 
shares at. $25.71 on the 3d of November 1958, when the market. price 
was $48.50 if the company had issued these to the general public. 

Mr. Brown. There is something wrong with those figures, 

I am sorry, Senator, this is one of the options that was exercised, 
I believe, and not when they were granted. 

Senator Kerauver. You exercised the option at $25 plus when the 
market, price was $48.50. That would mean that if the stock had 
been sold to the public at that time, the company would have had 
the difference between $25.71 and $48.50. 

Mr. Brown. You understand, of course, that our plan was approved 
by the U.S. Treasury Department. 

Senator Keravver. All right, sir. 
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Anything else ? 

(No response. ) 

Senator Kerauver. Mr. Brown, we thank you very much, and we 
hope that you will furnish us the additional information that you 
have said you would. Later on, after we have had an opportunity to 
examine the foreign license agreements, we will have to call on you 
to come back, 

I hope you realize, Mr. Brown, in spite of some of the discussion 
here, that what we are trying to do is to study conditions that might 
increase competition between business and lower prices to the Ameri- 
can people. We want to see whether the antitrust laws need to be 
improved. We are interested in trying to see that little business has 
a chance of competing of a fair basis. If we have asked any questions 
to which you take exception, it hasn’t been done with any ill intent, 
T assure you, 

Mr. Brown. Thank you, Senator. Iam sure that this is true, and I 
know that you recognize that I am only trying to exercise my rights 
as an American citizen when I voice any objection to any of the in- 
quiries that you have made, and we stand ready to assist this com- 
mittee in any proper way. 

The objectives which you have, and the objectives which we have as 
a company, and which I have individually, I am sure, are the same. 
This is to improve the lot of humanity. We are businessmen, and we 
must run our business as such, and we endeavor to do so with the 
highest fidelity and the highest regard for human values. But we see 
our responsibility in a different light, apparently, than which it is 
seen by some, from the questions that have been asked us. 

Senator Krrauver. We will be seeing you again, Mr. Brown. 
Thank you very much. 

Mr. Brown. Thank you, Senator. 

Senator Kerauver. We had expected to hear, and we are still going 
to hear, representatives from the Arthritis and Rheumatism Founda- 
tion. However, Senator Yarborough has requested the opportunity of 
being heard, and we always hear Senators whenever they wish to be 
heard. 

We are delighted to have you here, Senator Yarborough. Good to 
see you again. 

Senator Yarsorouen. Thank you. 

Senator Krrauver. We appreciate that you are interested in this 
problem. 

Senator Yarsorouen. Thank you, Senator Kefauver. 

Senator Kerauver. We will be glad to hear you at this time. 


STATEMENT OF HON. RALPH YARBOROUGH, U.S. SENATOR FROM 
THE STATE OF TEXAS 


Senator YarsoroueH. I want to say to the distinguished senior 
Senator from Tennessee, and the senior Senator from Wisconsin, and 
others who are here, that I regard this as a most important hearing, 
and I want to congratulate you for your leadership in bringing this 
problem to the attention of the American people. 

I know that the distinguished senior Senator from Tennessee was 
aware of this problem and will be working on it for some time, as 
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was shown by the colloquy reported in the Congressional Record for 
August 16, 1958, at page 17957 and following. I am interested in the 
work of this Committee because the people and the Senate need the 
facts in this matter for several vital reasons. In sponsoring and de- 
bating parallel issues on the floor of the Senate on August 16, 1958 
an increase of 10 percent in the social security payment was proposed 

the increase to 10 percent was defeated and an increase of 7 percent 
was adopted. 


In sponsoring that increase I stated as one of the reasons for the 
need of it that— 


These elderly people are having a desperate time in trying to make ends meet. 
As they grow older they need more medicines which on the average cost $3, $4 
or $5 a bottle, and the more expensive medicines cost a great deal more. These 
elderly people are unable to purchase sufficient medicine with the low payments 
they now receive. 


Kither the price of medicine must come down or the social security 
payments must go up to fill the need. Betterments may be feasible 
from both sides of the picture. 

After I made the statement on the floor of the Senate, it was very 
sharply attacked by certain manufacturers of medicines, saying that 
the prices were very modest, that they had gone up very little, and 
that the statement that I had made did not ac curately reflect the facts 
about the increases. 


Well, my estimate of the amount of the increase was very, very 
modest in the light of evidence that has been adduced by this able 


Committee in the past few days. After I had made that statement, 


at page 17957 of the Record of August 16, 1958, the distinguished 


senior Senator from Tennessee, in his generous comments and con- 
gratulations to me on that, said: 


I think anyone— 


this is the senior Senator from Tennessee speaking back in 1958— 

I think anyone who has recently visited persons receiving social security bene- 
fits must realize it is almost impossible for them to survive on their present 
payments. The amendment proposes a modest increase which the additional 
tax will allow. 

Furthermore, the distinguished senior Senator from ‘Tennessee 
stated in 1958 at the same reference that this increase in the cost of 
living would be over 10 percent. In the same colloquy the same day, 
the distinguished senior Senator from Washington, Senator Mag- 
nuson, in commenting upon the colloquy between the senior Senator 
from ‘Texas and the senior Senator from Tennessee commended my 
contributions and proposal of 1957 to the Interstate and Foreign Com- 
merce Committee on these matters. Following these and other consid- 
erations the Federal Trade Commission was requested to examine the 
prices of medicines, and the exorbitant prices being charged _persons— 
I now read from Senator Magnuson’s statement, page 17957— 
the exorbitant prices being charged persons in this category and the cost to 
them of new drugs which are so vital. 

The results of that investigation came out last week, and they proved that 


we were correct in our premise that the prices charged were exorbitant, and 


that the cost of medical care could eat up a large percentage of the income of 
these people. 


The results were that six chemical concerns— 
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this is Senator Magnuson’s statement— 
were indicted. I think that there may be other indictments, so we were render- 
ing yeomen’s service in that respect. 

The Senator from Texas has pointed out that approximately 50 percent of the 
income of persons in the category we are discussing was used in paying for 
drugs which bring 500, 600, and 700 percent profit to companies which sell the 
drugs. 

Now, Mr. Chairman, though the inquiry by the Federal Trade 
Commission that the Senate Interstate and Foreign Commerce Com- 
mittee directed accomplished some good, it didn’t do the whole job, as 
your Antimonopoly Subcommittee’s investigation has shown. I want 
to commend this able subcommittee for continuing and for pushing 
this investigation further in order to develop the picture in full and 
in detail for the protection of the American people. 

The extracts from the Congressional Record of 1958 show the dis- 
tinguished senior Senator from Tennessee and his outstanding com- 
mittee staff have been aware of this vital problem and that work has 
been gone forward with vigor and effectiveness. The senior Senator 
from Tennessee, Estes Kefauver, chairman, members of the committee 
and the efficient staff of the committee are to be commended for their 
fine public service. 

I read here into the record a letter which I have received within 
the past 2 days addressed to me, but it really should be addressed to 
the committee, because this committee’s work has elicited this letter: 

Denton, Tex., December 6, 1959. 
Senator RALPH YARBOROUGH. 

HonorRABLE Sir: I have been out of the drug business for nearly 50 years, 
but then doctors wrote their own prescriptions and the pharmacist compounded 
them, and the prices ranged from 35 to 75 cents—rarely ever $1. Now the big 
chemical companies compound the medicines, and doctors prescribe these in 
tablets and capsules. These big companies have agreed on such high prices that 
millions of our people are suffering for the need of treatments—especially is 
this true of old people who have lost their earning ability. I am now 84 plus 
8 months. I hope you and your colleagues will do something about this graft. 

The hard of hearing are not able to pay from $300 to $599 for hearing aids. 
I am practically broke and in this class. 

Sincerely yours, 


O. F. Smirn. 

I offer that letter for the record, Mr. Chairman. That really should 
have been addressed to this committee. 

Senator Keravver. It will be included in the record as exhibit 28. 

(Exhibit No. 28 may be found on p. 8460.) 

Senator YarsorouGu. I want to say that the greatness of America 
was not built upon a philosophy which would deny medicines to the 
suffering, and to the aged, or on denial of adequate social security pay- 
ments which average about $115 a month, social security payments to 
widows which average less than $60 a month across the country under 
social security, or the old-age pension payments which are in the 
category, of something around $60 per month. I think this com- 
mittee is to be commended for the work that it is doing in the interest 
of the health of the American people. 

You have taken the earlier work of the Federal Trade Commission, 
some of that of the Interstate and Foreign Commerce Committee, and 
projected it to new horizons for the benefit of the people. 
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I want you to know that your colleagues, while the Congress is in 
recess, appreciate the sacrifices you are making and the work you are 
doing in coming here and proceeding with this investigation. 

Senator Kerauver. Senator Yarborough, we certainly appreciate 
your interest in coming here and testifying. I know I speak for 
Senator Wiley and the other members of the committee in thanking 
you for the complimentary words you have had to say about the efforts 
of the committee. 

Senator YarsoroucH. Thank you. 

Senator Kerrauver. You were talking about old people taking 
arthritic pills that cost 30 cents apiece, I think, at retail. They usually 
require three a day or more. That is approximately $1. I know 
some people in Tennessee on old age pensions who are not getting much 
more than $30 a month, or $40 a month, so this takes up a good part 
of what they get. 

Senator Yarsoroucu. Yes, and I have talked to many corner drug- 
stores in Texas where the druggists have told me, that, “These old 
people suffer and we extend them all the credit we can. Their pay- 
ments are so low they can’t buy this. The medicine comes to the 
retail druggist, the markup is not so heavy in the little retail drug- 
store,” and I have had them tell me they have extended them all the 
credit they can to stay in business because of their sympathy in the 
suffering of these elderly people. 

Senator Kerauver. We would be glad if you would sit with the 
committee and participate with us in the proceedings, Senator 
Yarborough. 

Senator Yarsoroucn. I appreciate that generous invitation very 
much, Senator Kefauver. I am due to leave on the 5 o’clock plane or 
I would accept this generous offer, as I think this committee is doing 
great, work here. 

Senator Kerauver. Senator Wiley ? 

Senator Wirey. Yes, I have one question. 

While you are visiting down there with the corner drugstore, can 
you tell me how your distinguished senior associate is doing in Texas? 

Senator YarsoroucH. He is working very diligently. 

Senator Witey. He is doing all right? 

Senator YArBorouGH. Yes, sir. 

Senator Witey. Have a good trip back. 

Senator Yarsoroven. Thank you. Thank you, Senator Wiley. 

Senator Keravuver. Thank you very much. 

I understand that the witnesses for the Arthritis and Rheumatism 
Foundation wish to testify separately but be examined together. 

Mr. Bransome, you are listed as the first witness ? 

Mr. Bransome. I think Mr. Odlum is the first witness. 

Senator Kerauver. Come around, Mr. Odlum, and all the rest of 
you come around and sit around the table. 

Mr. Odlum, will you tell us where you live and something about 
the Arthritis and Rheumatism Foundation ? 


35621—60—pt. 14-10 
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STATEMENT OF FLOYD B. ODLUM, CHAIRMAN OF THE BOARD, THE 
ARTHRITIS AND RHEUMATISM FOUNDATION 


Mr. Opium. My residence is in California; my business is in New 
York. Iam the president of the Atlas Corp. 

Senator Kerauver. Of what? 

Mr. Opium. Atlas Corp., which is an investment company. 

Senator Krrauver. In New York? 

Mr. Opium. Yes, its headquarters are at 33 Pine Street, New York 
City. 

Senator Kerauver. What is your position with the foundation? 

Mr. Opium. I am the chairman of the board of the Arthritis and 
Rheumatism Foundation, and joined in the formation of that foun- 
dation in 1948, 

T also, in the health field, have for several years been a member of 
the public council of the institute of arthritis and metabolic diseases 
in the department of public health. 

I am also the chairman of the board of the Lovelace Foundation 
for Medical Research and Education with laboratories and offices 
in Albuquerque, N. Mex. 

I am here today in my capacity as the chairman of the board of the 
Arthritis and Rheumatism Foundation. 

Senator Krrauver. You are to be highly commended for all of 
your philanthropy and the fact that you give of your service and 
your time to these many causes for the betterment of mankind. We 
commend you very highly. 

Mr. Optum. Thank you. 

Senator Kerauver. Now, sir, tell us something about the Arthritis 
and Rheumatism Foundation. 

Mr. Opium. Prior to 1948 there was practically no organized ef- 
fort in the United States either to find the cause or the cure of 
arthritis or in the matter of treatment. My recollection is that the 
total research in this field for the year 1947 or 1948 was about $40,000. 

During those preceding war years while I was working here in 
Washington with the Office of Production Management, I suddenly 
came down with an acute case of rheumatoid arthritis, which took 
me out of that. job, and in fact put me in bed for nearly a year. 

[I realized then from my studies of the subject that there was no 
known cause, no known cure. 

I found out in some of the statistics, that it was the most painful 
perhaps of all diseases and more people in the United States were 
afflicted with arthritis than any other disease and probably all diseases 
combined almost. 

We have today in the United States somewhere between 11 
and 14 million people afflicted with one form or the other of arthritis 
and there are several forms. 

The most severe form is rheumatoid arthritis, which is crippling 
and a systemic disease. There are about 4 million people in the 
United States who have rheumatoid arthritis. There are a great 
number of those 4 million that you don’t see, you don’t hear from, 
because they are bedridden. They can’t get out even to a doctor’s 
office. There was an association of doctors in this country called the 
American Rheumatism Association, a comparatively small percent- 
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age of the total doctors who were trying to give some attention to 
this very frustrating disease. Most doctors at that time when they 
saw a patient with arthritis coming in the front door wanted to go 
out of the back door because they had no way to help them that they 
knew about except to perhaps give them aspirin tablets and help 
subdue the pain a little bit. 

Some of these doctors came to me after I had tried everything and 
I had through some miraculous way gotten myself over this, pretty 
well over it anyway, and they felt that something should be done, and 
that the laymen, some laymen, should join with the medical profession 
or that segment that was particularly interested in these diseases, and 
they chose me to go about it, to organize this foundation in cooperation 
with them and their help. 

We organized it. We have grown every year since. We have 
expanded our efforts. We are doing what we consider a very fine job. 
We can do a great deal more if we have more funds available. We 
have also been very proud that Congress has seen fit to donate or con- 
tribute to the Department of Public Health considerable sums for 
research in this particular field. 

Progress is being made. A great many people have been helped 
who nught be thoroughly crippled today. We have found manage- 
ment ot these diseases in various forms so that today, while we have no 
cure, if a person who comes down with rheumatoid arthritis gets it 
diagnosed in time and gets in the hands of a specialist in time, 75 
percent of the crippling can be prevented, and a great deal of the pain 
can be prevented. 

One of the ways of doing this is through the careful use of steroids 
of the type that I heard discussed here part of this morning. 

(At this point in the proceedings, Senator Wiley left the hearing 
rool. ) 

Mr. Opium. Now the Arthritis and Rheumatism Foundation works 
through chapters, and we have organized chapters all over the country, 
we have supported clinics all over the country where people can come 
inand get help. They can get help for nothing if they can’t afford to 
pay. We place major emphasis on research, because we believe that 
if research is effective in finding the cause and the cure, then the other 
branches of our effort will be wiped out automatically. 

We have helped research, basic research. We have helped clinical 
research. More than that, we have supported with fellowships many 
people who would go into research and learn to become researchers. 
We have helped people who could train on the medical staffs of our 
universities, people whose specialty is in the rheumatic field. We have 
also felt that it is most important to educate the public, because this 
is something that the public fails to realize, the enormity and the dis- 
astrous consequences of arthritis afflicting, as I say, over 11 million 
people and causing an immense loss in man-hours per year, quite apart 
from the personal pain and suffering that they go through. 

We are most concerned with a lot of money that is being spent by 
arthritics in this country annually on fake nostrums that are sold to 
them through false and misleading advertising. 

This amounts to at least a quarter of a billion dollars a year. 

Senator Krerauver. How much did you say ? 
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Mr. Opium. A quarter of a billion, $250 million a year, and at least 

5 million of the people suffering from arthritis in this country buy 
during the year some of these fakes, because they are searching and 
trying and willing to buy anything that will help them. 

Now if we could find a way to prevent this money being wasted by 
these people on things that can’t be of help to them or help them very 
little or sometimes even hurt them, even a fraction of that money if 
it could go into research might find the cure for all. Therefore it is 
very important. 

We have made a study of the field of proprietary medicines, the 
patent medicines, the devices that are being sold to the sufferers with 
arthritis, the uranium mine sittings and all that sort of thing which 
will be shown to you later by some of the doctors who are here for 
that purpose. 

I simply want to thank you for asking us to serve as a source of 
information for these hearings. We will do all we can to assist you 
in drawing the facts concerning this most important field. 

Mr. E. D. Bransome who is the chairman of the board of our New 
York State chapter is here and will take up the matter of false and 
misleading advertising next with you. Then I believe that Dr. Rus- 
sell Cecil will then speak because he has to leave at a quarter past 4 to 
keep appointments in New York, after which Dr, LaMont-Havers, 
who is the medical] director of our Arthritis and Rheumatism Foun- 
dation will deal with the medical aspects of the subject. Dr. Cecil 
is the consulting medical director of our foundation. Then we also 
have with us Miss Ruth Walrad who will be available to answer any 
questions the committee may have relating to the details of our study 
on file concerning false and misleading advertising. 

I want to say that at the beginning you suggested that it would be 
our desire to have all of the statements made first and then be 
questioned as a group. 

That is aeubiity the way you have got it, but we would much 
prefer so far as I am concerned at least, because I have to leave for 
New York, if you will ask me such questions as you would like now, 
and then Dr. Cecil also, so he can leave. 

Senator Keravuver. Very well. Thank you very much, Mr. Odlum. 

I want to say first I think this is a fine, greatly worthwhile cause 
that is doing a great deal of good. We know that it is through your 
efforts that some money has been allocated by the Congress for 
research in this field. 

oat much has the Congress appropriated in your field do you 
recall 4 

Mr. Opium. Congress appropriates for the Institute of Arthritis 
and Metabolic Diseases, and I don’t believe it is definitely split as be- 
tween those two branches of medicine that are both under the same 

institute. But I think that in rough figures, that particular institute 
got in the last appropriation about $32 milion. Now they have com- 
ing to them requests for research grants from all over the United 
States, universities, research centers. They are studied pretty care- 


fully by a group of people who are hired for that purpose by the: 
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They come in with reports, and some of them are in the arthritis 
field and some of them are in the metabolic field, but some of them 
you don’t know where one ends and the other takes up. 

So you can’t say how much money is actually spent specifically on 
arthritis and specifically in the metabolic diseases. 

But I would guess that probably about a quarter of the sum or less 
would be in the Arthritis Branch and the rest would be in the other 
phases of medicine that are in the same Institute. 

Senator Krrauver. This is similar to the efforts that went into the 
development of the Salk vaccine to prevent poliomyelitis. We con- 
gratulate you and we appreciate your cooperation with our effort. 

Are there any other questions of Mr. Odlum ? 

Mr. Peck? 

Mr. Peck. Mr. Odlum, we are all in most sincere sympathy with 
the position you are taking, and when you mention misleading adver- 
tising for phony medicines, I can’t imagine anything a great deal 
more despicable. 

However, I would like to know, sir, are the producers of these 
supposed medicines reputable people? 

Who are they ? 

Mr. Optum. Well, for the most part 

Mr. Peck. Are they any of the people with whom we are dealing 
in these hearings? 

Mr. Opium. Not at all. 

Mr. Peck. I certainly wouldn’t think it would be any of the 
witnesses who are scheetled to appear before us. 


Mr. Opium. No, these are so-called proprietary medicines as dis- 


tinct from the so-called ethical medicines. These are medicines that 
do not have to pass through all of these preliminary researches that 
I heard explained before on the stand. 

Mr. Peck. Might some of these medicines be found in the old 
covered wagon of the patent medicine peddler ? 

Mr. Opium. Oh, yes, many are worse. I have been the recipient 
probably more than anybody in the United States of the drives for 
these things, because, one, I had arthritis and it was pretty well pub- 
licized that I had because I was the head of this foundation, and 
therefore everybody around the United States who either through 
the goodness of his heart felt that he had a cure for it or who wanted 
to hook me so in some way I would be sponsoring indirectly a product 
that they wanted to sell, they would send them to me or write to me, 
and I have had everything in the world that you can mention written 
to me about or sent to me to use. 

I have used none of them. The last thing I had sent to me was 
a gallon of tequila from Mexico with a dead rattlesnake curled in it, 
and if you took a wine glass of that three times a day you were 
supposed to get cured of arthritis. 

Mr. Peck. And a few other things. 

Senator Kerauver. You would be cured in that you would probably 
be dead. 

Mr. Opium. Yes, one of the two. 

Senator Krrauver. You said a gallon of tequila with a rattlesnake 
inside of it ? 
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Mr. Opium. What they had explained was they had taken the 
tequila and had dropped a live rattlesnake in it and the rattlesnake 
had in his death throes thrown out this tequila. 

Then they took the rattlesnake out and dried him in the sun and cured 
it. for 2 years and then sold it for $50 a eallon. 

Senator Kerauver. What did you do with that ? 

Mr. Opium. TI put it on the table in my house to let. everybody see 
it for about a month as to how foolish people can get, and then I 
threw it away. But T have had alfalfa tea and T have had mushroom 
things and copper bands and there is a man who claims he has a 
uranium mine and he is practically ready to sue me because I won't 
tell him that uranium is good for arthritis. 

T happen to have some uranium mines. T wish it were good. 
Senator Keravver. All right, thank you very much, Mr. Odlun. 
(Mr. Odlum’s prepared statement follows :) 


Tam Floyd B. Odlum, chairman of the board of the Arthritis and Rheumatism 
Foundation. I am pleased to address this distinguished committee of the U.S. 
Senate concerning one of our Nation’s most serious health problems—the prob- 
lem of arthritis. 

We are proud that our foundation has been invited to serve as a source of 
information at these hearings. We shall try to provide whatever material may 
be of value concerning the nature and effects of the rheumatic diseases, and our 
own work in this field, particularly our serious concern with the multimillion 
dollar traffic that is conducted in this country in deceitfully advertised drugs 
and devices for the treatment of arthritis. 

IT welcome this opportunity because although the problem of arthritis is both 
widespread and serious, IT feel—as do many others—that this crippling disease 
is dangerously underrated. Enough people do not take it seriously. This is 
because they do not know enough about it. 

I have an idea that it would come as a surprise to a good many Americans 
to learn that more than 11 million persons in our country are afflicted with 
arthritis. That is 1 out of every 16. It has been truly said that everybody 
knows somebody with arthritis. 

Tam not going into statistics, but I do believe that this figure of 11 million is 
something we should stop to think about. We are not talking about 11 million 
dollars or 11 million hours or 11 million kilowatts. We are talking about 11 
million people—men, women, and children who are suffering from a disease 
for which there is no known cause, nor any cure. 

Among these 11 million sufferers, as we know, is our distinguished Secretary 
of State, Christian A. Herter. At this point, I should like to say for myself and 
for all members of the board of the Arthritis and Rheumatism Foundation that 
we are proud to have Mr. Herter with us this year as our honorary campaign 
chairman. 

Arthritis is underrated in another, and even more serious, way. I refer to 
the effects of the disease in terms of its pain and crippling. There is no nain 
more frightful than that of rheumatoid arthritis at its peak. Even the slight 
motion of a bedsheet on the body can be an agony. There was one desperate 
sufferer who said, “No, arthritis doesn’t kill you, but you wish it would.” 

As for the crippling caused by the disease, many of its worst victims are not 
seen by those outside their own families for they have been so severely stricken 
that they are confined to bed, scarcely able to move. 

Those who tend to take arthritis lightly—who know little about it 
shocked to see how this disease can ravage the human body. 

It is not for me to go into the medical aspects of arthritis. We have from 
our foundation two leading medical authorities who will do this for us here 
today. I wish that everyone in America could hear them because, as T have 
said, IT am afraid that there is still a great part of our population who think 
of arthritis as a kind of mild, transient affliction—something that isn’t really 
very serious. Too many people still think of arthritis in terms of grandpa’s 
“aches and pains’—an ailment that makes weather forecasters out of old folks. 

It is in this matter of age also that arthritis is shockingly underrated. Rheu- 
matoid arthritis, the most painful and cripping form of the disease, strikes the 
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great majority of its victims between the ages of 18 and 45. How many people 
realize this? And how many people realize that even small children are num- 
bered among the sufferers? 

Of course there is one group which has known about the deadliness of the 
disease for a long, long time. I refer to the doctors. 

Show me a doctor and I will show you a man who does not underestimate 
arthritis. In fact, this is a disease that has been the despair of the doctors. 
It is often difficult to diagnose—it is capricious in its attack—it is unpredictable. 

It was the doctors—the rheumatologists—knowing the disease as they do, 
who some years ago decided that a national movement should be undertaken 
in the field of arthritis to enlist public support for three important programs: 

(1) Research activities seeking a preventive or cure. 

(2) More treatment and rehabilitation services for those afflicted with 
the disease. 

(3) Professional education to provide more doctors with the latest tech- 
nical information on arthritis, as well as educational activities designed 
to stimulate increased public interest in the problem. 

These leading medical specialists, representing the American Rheumatism 
Association, joined by a group of lay people with a similar, strong interest, es- 
tablished in 1948 the national voluntary health agency known as the Arthritis 
and Rheumatism Foundation. It marked the beginning of organized action on 
the part of the American people in the fight against arthritis. 

I have said that the doctors had their troubles with arthritis. So did some 
of the laymen who helped organize the foundation. I was one of them. I have 
no wish to make this personal, but we are talking facts, and the fact is that 
when you have lived with a disease such as arthritis for a substantial part of 
your life, you have a special kind of motivation. You want to do something 
about it. 

I am proud to have had a hand in the formation of the Arthritis and Rheuma- 
tism Foundation, and I am proud of the progress our organization has been 
making. Since we have ahead of us today some very important presentations 
by both medical and lay officials of the foundation, I think it would be fitting for 
me to describe, if only briefly, what we do and what our goals are. 

Our principal programs are in research, patient care and education. I should 
like to speak first of our research work. In a way this is of first importance 
because when the day comes that.research finds a cure for arthritis we won't 
have to worry much about the other programs. 

Every year our foundation supports a large number of research grants in 
medical schools, hospitals, and other institutions throughout the country. There 
were 78 of these this past year. The studies at these medical institutions are 
concentrated in areas where our scientists feel they have the best chance of 
turning up the answers to this highly complex problem. 

In addition the foundation annually awards fellowship grants to a carefully 
selected list of young scientists to advance their interest and their education in 
the field of rheumatic diseases. Ten years ago only a small fraction of the 
medical profession were specializing in these diseases compared to the number 
today. We like to feel that the training provided by the Arthritis and Rheuma- 
tism Foundation has attracted some real medical talent to specialize in arthritis. 

On this coming Saturday, the American Rheumatism Association will observe 
its 25th anniversary with a series of very important scientific meetings in De- 
troit. Today this professional group has a membership of more than 1,300. Ten 
years ago it was less than half that. So you see, in terms of increasing profes- 
sional attention to the problem of arthritis, we have very good reason for 
encouragement. 

We speak of the need for money to support research. It is a matter of men 
as well as money. The more trained researchers we bring into this field, the 
better our chances of discovering a cure. You might say it is a matter of per- 
centages. In any case, we like to feel that one of the young men whose work we 
are supporting right now will one day put his finger on something that may 
change the whole picture. This is, after all, our reason for research. 

I have suggested that research, as the means through which we will find the 
final answers to these crippling diseases, is probably our most important ac- 
tivity. And yet, while the scientists search for the answers, the suffering goes on. 

It is the aim of our patient-care program to provide as much comfort and 
relief as is humanly possible to the millions of men, women, and children who 
are today afflicted with this painful disease. We do this chiefly through the 
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support we give to nearly 200 arthritis clinics and other treatment centers 
throughout the United States. 

When I spoke a few minutes ago of the severe crippling often caused by 
arthritis I explained that many victims of the disease are so badly disabled that 
they are virtually imprisoned at home. For these unfortunate suffers, the 
foundation maintains a fleet of traveling clinics that bring treatment directly 
to the homes of the victims. Many a hopeless cripple—and I put that word 
“hopelsss” in quotes—has been restored to useful living through the skillful 
ministrations of the physical therapists who man these mobile treatment units. 

Although there is no way as yet to cure arthritis, our experience over the 
years proves that at least three out of four persons stricken with this disease 
can be saved from its crippling and from much of the pain if a diagnosis is 
made early enough and the right treatment undertaken. 

This leads us logically to a consideration of our educational program. We 
feel that nothing we do is more important than our work of informing the 
American public of the potential dangers of arthritis, of the warning signs of 
the disease and of the vital importance of promptly seeking competent medical 
attention. We feel we have a very great responsibility in this area. 

It is largely because the American people are not well informed on arthritis 
that the quacks have been able to flourish in this field. We are very seriously 
concerned with this problem of fraudulently advertised drugs and devices 
because many innocent victims of the promoters of these nostrums are deprived 
of effective treatment during the time they waste trying them. 

This is an evil as widespread as arthritis itself. We are convinced that 
when the American people become fully aware of the seriousness of the prob- 
lem—when they learn how shamelessly suffering arthritics are exploited by 
these unscrupulous operators—they will insist that whatever measures are 
necessary be taken, and taken immediately, to remedy the situation. 


Senator Keravuver. Dr. Russell Cecil is known by the committee 
to be a famous authority in the field of cortical steroids, rheumatism, 
arthritis, and medicine generally. 

We are delighted to have you here, Dr. Cecil. I believe you are 


the consulting physician for the Arthritis and Rheumatism Founda- 
tion, is that correct? 


STATEMENT OF DR. RUSSELL L. CECIL, CONSULTING MEDICAL 
DIRECTOR, THE ARTHRITIS AND RHEUMATISM FOUNDATION 


Dr. Cec. Senators, I have been in the practice of medicine longer 
than I care to admit, 50 years or more, but I have also been a teacher 
at, the Cornell University Medical College and I have done a good 
deal of research in the field of arthritis in my younger days, and I 
have done some practice, so I have been sort of what you might call a 
general specialist. 

Now I have been interested in thinking back over 50 years of prog- 
ress in medicine and along with that 50 years of advance in our know]- 
edge of rheumatic diseases, But it is very obvious that these steps 
follow, take place in eras, in cycles, and so just to amuse our staff at 
one of its meetings not long ago I prepared some charts which I call 
the seven ages of arthritis, paraphrasing our friend William Shake- 
speare in his seven ages of man. 

Now these charts which I am going to show indicate the different 
fashions or fads that have taken place in legitimate medicine, but 
they also fail to show that as we went along in these legitimate ad- 
vances, dropping one thing and taking up something else, as doctors 
have a habit of doing, that the quack medicines and the nostrum 
vendors went along in sort of a parallel way with legitimate medicine, 


taking up something that was new as their quacks were shown up and 
discarded. 
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Let’s see the first one. I call the first stage the dark ages because 
there was nothing being done for rheumatic disease at the turn of the 
century. 

When I was a medical student we were taught all about the in- 
fectious diseases and that was the thing doctors were most interested 
in but we heard very little about rheumatism and arthritis. 

They were just not on the program for teaching or research or 
anything else. 

Now the next stage, one of mild interest when we began to have 
certain ideas about treatment and people began to pay a little more 
attention to these rheumatic ailments, and one of the things that came 
out at the time was colonic irrigations. They were used for most 
everything known to man, but they were particularly popular for 
rheumatic and arthritic patients. 

Then there were bee stings and we had a big time in New York once 
when one of our young men got something in the newspapers about the 
value of bee stings, and the Presbyterian Hospital was literally sur- 
rounded by arthritics the next day, all coming to be stung by the bees. 

Well, the bee sting racket didn’t last long, but it was interesting to 
me that not long after that, quack medicine came out advocating bee 
stings in the form of an extract of the bee venom. 

The other things that were used then 

Senator Kerauver. How about this bee sting? What would they 
do with the bees? 

Dr. Cecrt. Just let them land on you. 

Senator Krerauver. Land on you and sting you all over? 

Dr. Cec. They would put several bees on you, just the way they 
put mosquitoes on you to give you malaria. Puta little screen over the 
bee and stir him up a little bit and he will sting you. You don’t have 
to urge him. 

Senator Kerauver. How long did that belief persist ? 

Dr. Crcti. Those things went on for several years. These various 
forms of treatment that I am talking about date way back 50 years ago 
and some of them lasted longer than others but the bee sting was in- 
voked for at least 10 or 15 years and some was done by some very 
good practitioners too. 

Now we go ahead to the next one. Now this focal infection-era was 
a very interesting period in the history of arthritis because a very 
distinguished doctor in Chicago, Dr. Frank Billings, professor of 
medicine at Chicago University claimed that rheumatic disease was 
due to the foci of infection in the tonsils, teeth and sinuses, sometimes 
in other parts of the body too, but chiefly around the mouth and the 
teeth. 

Well, it is amazing the amount of excitement that created in medical 
circles at the time because Dr. Billings claimed that by removal of 
these foci the patient could be cured. This went on as some of you 
will remember, for a good many years, and it is sad to consider how 
many harmless teeth and tonsils were sacrificed in those days to the 
idea that rheumatism was going to be cured by their removal. 

That vogue has gone out. I don’t think I have ordered a tonsil- 
lectomy for 20 years in my own private practice. 

Senator Keravuver. I have heard quite recently that an abscessed 
tooth could cause rheumatism or arthritis. . 
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Dr. Cecm. An acute abscessed tooth will very often give you acute 
muscular rheumatism or something of that kind, but I am talking 
about now the severe forms of chronic arthritis. 

Time has gone on and many careful controlled studies have been 
made and you just cannot prove that the foci of infection have any- 
thing to do with either the origin or the cure of chronic arthritis. 

Senator Kerauver. Allr ight, sir. 

Dr. Crom. Now the vaccine was a sequel to focal infection because 
there we got interested in taking the bacteria such as the streptococcus 
chiefly, making vaccines out of it and injecting it either under the 
skin or into the vein of the patient with arthritis. The vaccine fashion 
went on for quite a few years. 

I think I have listed 15 years there, and it had a great vogue, then 
developed into what we call foreign protein therapy and that is in- 
teresting because one of the foreign proteins most popular at the time 
was boiled milk, and now we have a new and questionable remedy 
called immune milk which is made by immunizing cattle with strep- 
tococeci and other bacteria and then giving the milk to arthritic 
patients. 

That is one of the current “cures” in the field of medicine. 

Fever therapy was very popular for a while but rather dangerous 
because sometimes in giving the patient a very high fever they would 
bring about serious c omplic ations or even death. 

Senator Krravver. Did it do: any good ? 

Dr. Crom. It would give temporary relief. It would often give a 
patient with chronic arthritis two or three months of comfort but 
with a tendency to relapse. 

Mr. Peck. Wouldn’t a hot water bottle be just about as good ? 

Dr. Crom. Well, if it raised the temperature high enough, but 
these fever patients would get a temperature of 104 or 105 and then 
would have a sweat and come down to normal. 

Mr. Peck. Heat normally alleviates pain. 

Dr. Cect. Heat wouldn’t give us that kind of fever. 

Senator Krrauver. How do you give people fever ? 

Dr. Crctt. You have two ways. One is by induction, putting hot 
packs around them or putting ‘them in hot water, very hot water. 
But the main way of giving them a real fever is to inject something 
like typhoid vaccine or some other protein into the vein, and then in 
about half an hour the patient will have a hard chill, the temperature 
will shoot up to maybe 104 or 105 degrees and stay there a short time. 
Then they have a profuse sweat. and the temperature comes down to 
normal. After 2 or 3 more days you repeat that and you might give 
a half dozen such treatments. 

That was called fever treatment. This is very rarely used now. 
though at one time it had quite a vogue. 

Following the vaccine and fever therapy treatment came the vita- 
min era in 1935. You started off with the crude vitamins such orange 
juice, cod liver oil, and various other natural products such as wheat 
germ. 

Now we use the extracts chiefly. There is no harm of course if you 
prefer cod liver oil and like the taste of it why you will get your vita- 
mins. But most of the doctors now prescribe the concentrated vita- 
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mins, the so-called shotgun vitamins where you give all of them in 
one capsule. 

Then concentrated vitamin D had a great vogue as a cure for 
arthritis but it was found to be dangerous. D of course is one of the 
important vitamins for children and infants. and is found in cod liver 
oil. This concentrated D had very high potency as far as vitamin D 
units were concerned, but it produced a deposit of lime salts in various 
parts of the body, and sometimes with fatal results, so that after hav- 
ing a great buildup and promotion it was dropped, and we no longer 
use vitamin D or other vitamins with any intention of curing 
arthritis. 

We give vitamins to a patient who needs vitamins, but with the 
idea of improving his general health. 

Senator Krrauver. So the whole vitamin cure idea for arthritis 
has been dropped ? 

Dr. Cecm. That’s right. Now we come to the latter part of our 
program here, charts 6 and 7. 

The gold treatment is still used a good deal. It was started in 1935 
in France by Dr. Forestier, a very distinguished rheumatologist. He 
introduced gold over here and at first we got severe reactions with it 
because of too large dosage. As time has gone on we have corrected 
that and the gold treatment is now one of the standard forms of treat- 
ing rheumatoid arthritis—only rheumatoid, not any of the other types. 

Gold may give reactions, skin rashes, and sometimes disturbances 
in the blood such as anemia, but by and large it is one of the stand- 
ardized and pretty well accepted treatments of rheumatoid arthritis, 
and that is still in vogue, though it started about 25 years ago. 

Mr. Dixon. How did that work, sir? How was gold used? 

Dr. Cec. A very interesting story. 

Mr. Dixon. You put it in your shoe? 

Dr. Ceci. No, the French had a theory that tuberculosis could 
be cured by the gold treatment. They were using gold salts in the 
treatment of pulmonary tuberculosis when some Frenchman came 
along and sprang the idea that rheumatoid arthritis was a form of 
tuberculosis, so they jumped right from lung tuberculosis to what 
they thought was joint tuberculosis and began to use the gold injec- 
tions for arthritis, with much better results than they ever got in 
tuberculosis. 

Senator Kerauver. Doctor, did they put it in a liquid solution? 

Dr. Crem. A suspension. It looks like a weak chocolate suspen- 
sion and you inject it under the skin into the muscles and it is ab- 
sorbed slowly. 

Senator Kerravver. It is pretty expensive too, isn’t it? 

Dr. Cecm. No; I don’t think so, not out of the price range of the 
average patient. 

Senator Krravver. All right, sir, and so for rheumatoid arthritis 
that. is still——— 

Dr. Cecm. You see you only take the gold once a week or once 
every 10 days, and for that reason it is not expensive to the patient. 
If they had to take it two or three times, a day, why of course that 
would be a different matter. But it is rarely given oftener than once 
a week. 
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Now we come to the steroids, the much discussed steroid era, which 
began in 1950 when Dr. Philip Hench and his colleagues pe puna 
the first patients treated at the Mays Clinic by the injection of corti- 
sone. At that time he also reported ACTH which stimulated a 
patient's own steriods, that is cortisone, into excess supply. 

Now the present day attitude has crystallized pretty well in the 
decade that has passed. 

At first, like all new and brilliant discoveries, it was acclaimed 
by all doctors with the thought that we had really gotten something 
that was going to cure rheumatoid arthritis, though Dr. Hench never 
claimed it as a cure. 

Here again we have an agent that is applicable only to the rheuma- 
toid type of arthritis, not for osteo-arthritis or the other forms that 
Dr. La Mont-Havers will tell you about presently. Rheumatoid 
arthritis is the deforming type, the type that makes the worst crip- 
ples, and cortisone has a remarkable effect. on the rheumatoid patient. 

But as time has gone on, we found that the side effects may be 
quite serious, so this form of treatment, this present era you might 
say, the steroid era, is going pretty strong, but with certain reserva- 
tions by all thoughtful doctors. 

Steroids have an important place in the treatment of arthritis, but 
we don’t give it in long courses if we can avoid it, and we don’t give it 
in large doses if we can avoid it. 

We try to keep the doses to a minimum and we try to give it for 
only a short time, and then give the patient a vacation so as not to 
continue administration of the agent all the time, because if you do 
you ae very apt to get into trouble and sometimes quite serious 
trouble. 

Senator Kerauver. Doctor, do all of the cortico steroids have some 
side effects—cortisone, hydrocortisone, prednisone, prednisolone, dex- 
amethasone ? 

Dr. Crcin. Several of them have had a wide popularity but they 
all produce some side reactions. There is very little—— 

Senator Kerauver. What about moon face? 

Dr. Crom. Moon face spoils your looks but there are some effects 
more serious. The tendency to ulcer of the stomach is more serious. 
About one out of four cases that get prolonged treatment with steroids 
develop an ulcer of the stomach, and the incidence of brittle bones, 
nae that lose their lime salts and fracture, you might say, at the drop 
of a hat. 

Osteoporosis is quite a serious complication. Then some nervous 
depressions that occur with prolonged treatment can be very disturb- 
ing. The tendency toward lowering one’s resistance to infection is 
not. a very pleasant thing either. 

1 think you might say that the things that we worry about most 
in our routine work with this drug is ulcer of the stomach and 
osteoporosis. 

Senator Kerauver. According to advertisements for prednisone, 
prednisolone and dexamethasone, claims are made that they don’t 
have many side effects or adverse side effects, and that they are better 
than the original cortisone. 

Dr. Crctu. Well, the trouble with some of the newer steroids is that 
they haven’t had a large enough group of cases yet to give you really 
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accurate statistics, On the ones that came out 5, 6, or 7 years ago, we 
have had reports that do cover large groups of cases so that the sta- 
tistics are fairly reliable. But you sole a steroid that has just come 
out in the last year or two. We have a fairly good line on it, but we 
can’t say for sure just what the occurrence of ulcers or fractured bones 
and things like that are going to be until they have had several years 
more to accumulate large and well-controlled groups of cases. 

I think at that time my guess would be, purely a surmise, but my 
guess would be that you will hove pretty much the same unfortunate 
side effects with all of them. 

Mr. Drxon. Doctor, that question of representation is very im- 
portant in this hearing. I ask you as a practicing physician, if a new 
product is brought out, and the detail man comes to the doctor with 
the representation that here is a new drug that is more potent than 
its predecessor and doesn’t have as bad side:effects, what reaction does 
that have upon the doctor? 

Dr. Cectn. Well, I think it would depend if it was a doctor who was 
working in a big clinic in one of our large cities where he was seeing 
a great deal of arthritis, he would be tempted to take some of the 
new agent and try it in his clinic and see how it worked in the clinic. 
Then he would venture to use it in private practice. I think we all 
are nervous about these agents until they have had a pretty good 
tryout. 

ie. Dixon. This sales technique is used on the doctor to get him 
to prescribe it? 

Dr. Cecm. Yes. 

Mr. Drxon. It becomes very important here on the question of new 
products because the doctor is the recipient of all of these representa- 
tions and all this literature that the company delivers to him and 
urges him to read. Then claims are made that it is superior, superior 
in the sense that it would have fewer side effects. You stated a while 
ago, as I recall, that you think over the long range, you are going to 
find that they are all about the same? 

Dr. Ceci. Well, the pharmaceutical manufacturers have to be 
pretty careful or they can get themselves into a good lawsuit if they 
turn out something that has not been pretty well tried out first. 

So they aren’t likely, the detail men aren’t going to bring you some- 
thing that they haven’t had a good deal of experience with. 

That has been my experience at least. 

Mr. Drxon. We intend, Doctor, to examine some of the various 
claims that have been made for some of these drugs. Some of those 
claims have been subjected to criticism. We find that your statement is 
borne out, that they have pretty much the same side effects. 

Dr. Ceci. That certainly has been my impression. You have got 
another doctor coming up in a minute. 

You can see what he thinks. I have an idea he will give you the 
same opinion. 

Senator Keravver. Cortical steroids are not cures; they tend to 
arrest rheumatoid arthritis, is that it? 

Dr. Crecm. That is true. It is notacure. Even Dr. Hench wouldn’t 
claim that. 

Senator Kerauver. And your foundation is trying to find a cure. 
These are just arresting or alleviating drugs? 
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Dr. Ceci. That is true and we feel particularly strong about all 
quack medicines because this is a very rich field for nostrums of all 
kinds. 

I think rheumatism is probably the most fertile of all fields that 
are exploited at the moment. The common cold, constipation and 
other intestinal ailments, “tired blood” and a few others get some 
attention, but by and large rheumatism gets the big bid because there 
are so many people that suffer from it. 

Senator Krrauver. Doctor, when you prescribe one of these 
cortical steroids, do you prescribe it by the generic name or by the 
trade name? 

Dr. Crcm. I generally use the trade name. 

Senator Kerauver. On the trade name, we have found a range of 
prices from $17.90 down to $4, and all of them meet USP specifica- 
tions or standards. If doctors were to prescribe by the generic name. 
the patients would have a chance of getting the medicine at a much 
lower price, wouldn’t they ¢ 

Dr. Ceci. That istrue. That is coming about now, but in the past 
the trade names dominated the field and it was not possible to get 
these cheaper varieties—but you can get them now. Meticorten was 
the first one on the market. Naturally when you are prescribing for a 
patient you rather like to use the one that you know about and are 
familiar with and have trust and confidence in. You know that it 
has been properly made and you see something under the chemical 
name such as prednisone or prednisolone, you don’t know about the 
manufacturer or how good the product is. You know the trade name 
guarantees a good product. 

Senator Kerauver. Don’t doctors have faith in the Food and Drug 
Administration to see that they get pure products? 

Dr. Ceci. Yes, we think they are pretty good. 

Senator Kerauver. If all products meet the same specifications, 
what difference does it make? ’ 

Dr. Cecm. I think it is largely a matter of just having confidence in 
a firm that you have dealt with over the years and you don’t go into the 
price too much. Remember I am no longer in clinics. Tam working 
in private practice, not a very large one, but I have a private practice 
and my patients don’t grow] much about the cost of these drugs, prob- 
ably due to the fact that I keep the doses very small. Now if you are 
only using, say, one Meticorten tablet a day, that is 20 or 30 cents and 
they don’t kick too much about the cost. of the drug. 

I feel that the important thing is to keep these patients from spend- 
ing all their money on quack remedies, and so many of them do. 

Senator Keravuver. I think it is important also that people who have 
to have quite a few of these steroid hormones should be able to get them 
as reasonably as they can. 

Dr. Crcm. I think that is true. We are interested in that, and of 
course when patients can’t afford to buy the drugs we send them to the 
arthritis clinics where they can very often get a great deal of help, 
even get a reduced price or something of that kind. 

It isa problem, that I don’t have to face much in private practice. 

Senator Kerrauver. Mr. Kittrie, you have a question? 
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Mr. Krrrrim. Dr. Cecil, I just wanted to ask you one question. You 
were saying that the steroids are not the final answer. But neverthe- 
less they are certainly better than some of these quack medicines that 
were described here. 

Dr. Crcin. Yes. 

Mr. Kirrrm. Now reserving judgment on whether or not the ster- 
oids are selling at too high prices, is it possible that the present high 
prices drive many people to buy these cheaper quack drugs? 

Dr. Crecm. Well, in the first place I don’t think they are cheaper. 
They are very apt to be more expensive. They are not cheap, these 
quack medicines. 

The prices of harmones tend to come down. It has been my 
observation over the decade since they have come into use that the 
prices tend to go down rather than up. 

Mr. Kirrrie. You actually feel that the high prices of drugs do 
not necessarily force people to go and try some other cheaper product ¢ 

Dr. Cectt. No, I wouldn’t think so. 

I would like to say, Mr. Chairman, one thing, that drug houses are 
generous in giving us these tablets to try on poor patients, and we 
have gotten a great deal of help from the various manufacturers with 
these tablets that we can give to patients who can’t afford to buy them. 

Mr. Peck. Dr. Cecil, within recent years have detail men from the 
various pharmaceutical manufacturers called upon you? 

Dr. Ceci, Yes. 

Mr. Peck. Have you found them to be well conversant with the 
products which their companies sell ? 

Dr. Cecm. Yes, I think they are. There are not many of them, 
doctors, you know. Most. of them are chemists. 

Mr. Peck. Chemists and pharmacists. 

Dr. Crecm. They invade the chemist and parmaceutical field. 

Mr. Peck. Have you personally benefited by the advice and coun- 
sel they have been able to give you ? 

Dr. Crectn. Occasionally, especially if it is something a little out of 
my field. I devote so much of my time to rheumatic disease that I 
get a little rusty on some of the other fields of medicine, and they 
come in with some new remedy for heart ailments or high blood 
pressure, or something of that kind, and I am always glad to hear 
their line, but when it comes to arthritis, I think I can tell them more 
than they can tell me. 

Mr. Peck When they call upon you to give you information, sir, 
do you find. that you get the information sooner than if you were 
to consult medical journals? 

Dr. Crom. You get it in a nutshell, yes. They have a little pill 
there, and they have the directions, and I, of course, like most. other 
doctors, don’t give them much time. They come in in the morning 
during office hours and you have patients waiting, and you generally 
tend to give them the brushoff, you might say. But they come in 
and leave their samples, and sometimes you are very glad to have a 
word with them. 

Mr. Peck. Thank you very much, sir. 

Senator Kerauver. Dr. Cecil, you have brought up a question that. 
concerns a great. many of us greatly. That is, you pointed out that 
the well-to-do patient doesn’t make any fuss about paying 30 cents for 
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a pill even if he takes three or four a day, and that the poor person can 
be sent to a clinic or perhaps will be given medicine. Foe 

But it is the great middle class that is too proud to go to a clinic, 
and too proud to accept free medicine—people who live on fixed in- 
comes or social security or $40, $50, or $60 a month—who seem to be 
suffering most in this field. We are getting a tremendous amount of 
mail from people in that class who don’t want to go to a clinic. 

What do you think about that? That is our great concern. 

Dr. Cectu. Well, I think the bright spot in that picture is that the 

eneral tendency of these drugs is to come down in price, and that has 
com the case if you go back over the years. 

Take something like insulin for diabetes which was so very expen- 
sive in the beginning, but now insulin is very cheap. 

Take penicillin, another one of the great discoveries of our genera- 
tion. These thin 

Senator Kerauver. But it hasn’t been the case in this corticosteroid 
group, Doctor. 

Dr. Cec. That hasn’t come down as much as some of the others. 

Senator Keravver. It hasn’t come down at all in the last 5 years. 

Dr. Ceom.. Hasn’t it? Ithought it had. 

Senator Kreravuver. Look at this list. It has been the tendency of 
all products, after more efficient methods of manufacture are devel- 
oped, to come down in price. But if you examine the figures, you see 
the same price has been maintained by the three or four big manufac- 
turers during all these years. 

Dr. Ceci. Yes, they all keep at right about the same level, too. 

Senator Kerauver. What is your observation about that? 

Dr. Cectt. My observation is they are, I think, a Hardship to a great 
many people, even people of moderate means. I mean, I don’t think 
you have to limit it to poor people. Any drug that you take, especially 
if you have to take three or four a day—but as I said just now, fortu- 
nately most of these patients started on three or four tablets a day, 
and then if the doctor knows what he is doing, he gradually brings 
the dosage down to maybe one tablet a day, and then maybe after a 
month or so of treatment he will stop the drug altogether. So it is not 
quite as bad as it sounds. 

You have to take them—a few people, I have met exceptions, have 
to go on taking it all the time in order to keep going. Then it is a 
hardship, I admit. 

Senator Keravver. All right. I don’t want you to miss your 
plane. Weare = to have you testify as long as you can. 

Dr. Cecm. Thank you very much. 

Senator Keravuver. We certainly do appreciate your appearance 
here and your testimony, and we are honored by the fact that you 
have come to be with us today. 

Dr. Cxcru. Thank you. It has been an interesting occasion for me. 

Senator Krrauver. We wish you continued good fortune. 

(The prepared statement of Dr. Russell L. Cecil is as follows :) 


STATEMENT BY Dr. RUSSELL L. CectL, CONSULTING MEDICAL Director, ARTHRITIS 
AND RHEUMATISM FOUNDATION 


Mr. Chairman, distinguished members of the committee, my name is Dr. 
Russell L. Cecil, and I am the consulting medical director of the Arthritis and 
Rheumatism Foundation. 
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In this capacity, and in a lifetime spent in the field of arthritis and rheumatic 
diseases, I have watched the progress of medicine in improving our understanding 
of arthritis and our ability to deal with the disease. I should like to draw you 
a parallel between this progress made by medicine during the 50 years I have 
been in practice, and the record arthritis quackery in the same 50 years has 
made in duping the arthritic victim with phony cures and remedies. 

Medicine’s advance against arthritis since the beginning of this century can 
be divided into seven eras, each representing a particular group of prevailing 
theories and forms of treatment. Just as William Shakespeare wrote of the 
“seven ages of man,” we can speak of the “seven ages of arthritis.” 

In its advance, medicine has discarded many of the theories held during dif- 
ferent periods of these “seven ages.” ‘There is value in reviewing them, for 
the promoters of false nostrums have picked up these rejected notions and con- 
tinue to use variations to victimize sufferers today. 

The first age I want to talk about, I call the “dark age” or “do nothing era,” 
which extended up to about 1900. There was just as much arthritis then as there 
is today, but doctors and public health officers didn’t take much interest in it. 
They were absorbed in the great infections such as tuberculosis and pneumonia. 
There were no clinics, no home care, no medical school courses on arthritis, 
and no research of any kind. 

There were, however, plenty of patent medicines around which claimed to 
“cure” arthritis. Many of the brand names of these potions have disappeared, 
but their formulas—up to 44.3 percent alcohol—remain. The Food and Drug 
Administration at the beginning of this year was trying to stop the distribution 
of Tri-Wonda, a three-part “treatment” containing 44 percent alcohol. 

Gadgets, too, were plentiful. In 1896, Dr. Hercules Sanche registered the 
trademark on his device—the Oxydonor. All the arthritic sufferer had to do 
was strap a disk to his ankle, drop the attached metal cylinder into a bucket of 
cold water, and relax. The mysterious principle of “diaduction” did the rest. 
This device would be merely a curiosity, except that the Food and Drug Ad- 
ministration, as recently as 1957, investigated a Florida concern which was 
marketing a questionable product. It turned out to be none other than the 
Oxydonor, exactly as it had appeared more than half a century before. 

The second age, or “The Era of Mild Interest,” ran up to about 1912. One 
ethical physician during this time claimed he was curing arthritis with colonic 
irrigations. This was disproved, yet today we have “clinics” who still offer 
colonic irrigations as an effective treatment for arthritis. 

While I was a house officer at Columbia-Presbyterian Hospital in New York 
during this period, a young doctor there read in a magazine about bee stings as 
a cure for arthritis. He got some honey bees and started using them on patients. 
The story got into the New York Times, and the next day there was a long line 
of people outside the hospital waiting to be treated with bee stings. This fad 
didn’t last long then, but in October 1959 we find bee-sting venom a big selling 
point in the advertising of some of the quack operators. 

The third age, “The local Infection Era,” began in 1913 with the pronounce- 
ment by a Chicago physician that rheumatoid arthritis was due to an infection. 
Wholesale removal of infected tonsils, teeth, and sinuses continued until 1923. 
By that time it was clear to everybody that neither arthritis nor rheumatic fever 
were affected by these minor surgeries. 

The promoters of phony cures seem to have taken little notice of the focal 
infection idea, perhaps because it was too difficult to devise a do-it-yourself 
tonsillectomy kit to send through the mail. 

The “Vaccine Era” I call the fourth age of arthritis. It ran from 1923 to 1935. 
The evidence was then coming in that rheumatic fever was a streptococcus 
disease, so doctors wondered if streptococci caused other rheumatic diseases. 
Vaccines of dead streptococci were injected into some arthritic patients, and 
vaccines were used to produce fever in others. Neither affected the course of 
the disease, though fever therapy still has some adherents. 

Another popular method of therapy at this time used foreign proteins in many 
different devices. One of the favorites was boiled milk. Today, we are being 
offered “immune milk,’ which is probably just as useless as boiled milk was 
in 1930. 

During the fifth age or “Vitamin Era,” which began in 1935, doctors tried to 
change the course of rheumatic diseases by administering large doses of vitamin 
D. This method went out of circulation pretty rapidly when it was found that 
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it didn’t affect the disease, but did affect the patient, sometimes fatally. Vita- 
mins are still given rheumatic patients today, of course, but not as a cure. The 
physician only uses them to build up a rundown arthritic. 

But to the nostrum vendors the appearance of vitamins was a boon. Combined 
with aspirin and other pain relievers they are being exploited right now as a 
“eure” for arthritis. 

I want to stop here to say a word about aspirin and salicylates. Both of these 
drugs have been used by the medical profession for years to relieve the pain 
and discomfort of arthritis, but no physician has ever had the temerity to call 
them “cures.” Yet, the largest proportion of nostrums for the rheumatic 
diseases today are nothing more than these drugs in an expensive bottle with 
a fancy name. Moreover, these agents are not without danger if taken to excess. 
Overdoses of aspirin and sodium salicylate can irritate the stomach, disturb the 
hearing, and produce blood in the urine. 

The sixth age or “The Gold Era” also began about 1935. It is still with us, 
after a temporary eclipse when the steroids first appeared in 1950. Gold works 
very slowly and not in all cases, but it does often change the course of rheumatoid 
arthritis. Like all heavy metals, it must be carefully administered because too 
much can cause rashes and anemia. However, it is an important weapon in 
our modern arthritis clinics. 

The discovery of cortisone about 10 years ago ushered in the seventh age of 
arthritis, ‘The Steroid Era.” Hydrocortisone, prednisone, prednisolone, methyl- 
prednisolone, triamcinalone, and dexamethasone are all modifications of the 
original agent. The improvement in steroids has not been in less side effects 
from these powerful drugs, but in smaller doses. The newest, most potent 
steroid, dexamethasone is 100 times more powerful than cortisone and requires 
only one-hundredth the size dose. 

These drugs are valuable in modern therapy but we’ve learned that rheumatoid 
arthritis patients should be put on steroids only under certain circumstances. 
These include: hot swollen joints and failure of gold to help the patient. Also, 
doctors seldom start patients on steroids until they have tried more conservative 
measures such as hospital care, physical therapy, etc. without success. Besides 
being habit-forming, these drugs can produce some severe complications which 
you may have heard of—such as brittle bones, stomach ulcers, and severe mental 
depression. In brief, the steroid drugs have a definite but limited place in the 
treatment of rheumatoid arthritis. 

In these charts which I have shown you, I have pointed out various agents 
the medical profession has used against arthritis during the last half century. 
They illustrate the frustrations which physicians have experienced in their 
efforts to find a real cure for arthritis and rheumatism. Each of these seven 
eras had its favorite drug which met with enthusiasm for a few years, only to 
be discarded in the light of new knowledge. None of them has proved com- 
pletely satisfactory, not even the steroid drugs and gold salt treatments, though 
both these agents are important in present-day treatment of rheumatic diseases. 

Throughout these seven “ages,” while medicine has struggled to end the ex- 
cruciating pain and deformities of arthritis, the quack with his “easy, painless 
eures” has flourished. His “age” has always been the same—“the dog-eat-dog 
age”—in which he preys for profit on tortured victims grasping at any straw. 
He has latched on to discarded medical ideas and terminology to increase his 
“take” to $250 million a year. 

All of us who have addressed you today believe that the time has come to put 
an end to this shameful racket. We believe one way is to pass legislation im- 
posing more stringent limitations on the advertising of nostrums for arthritis 
and rheumatism. 

Mr. Odlum, Dr. Lamont-Havers and Mr. Bansome have shown you the arthritis 
and rheumatism problem as it presents itself today. Dr. Lamont-Havers has de- 
scribed the serious nature of these diseases, and their often disastrous effects on 
the community and the victims themselves. Mr. Bransome has told you of the 
plans of the New York Chapter of the Arthritis and Rheumatism Foundation to 
start the fight against the dishonest exploitation of the American people by the 
arthritis “cure” promoters. 

Perhaps advertising in arthritis should be banished entirely, but if this is not 
feasible, let us at least have honest claims for what products can do for the 
rheumatic patient. 

Let us never forget that nature brings about spontaneous cures in many of 
these rheumatic conditions. Whatever remedy is being taken by the patient at 
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the time will naturally get credit for the cure. However, there is no quackery 
about nature. She goes ahead and does the job, sometimes very successfully, but 
she makes no claim. It is man, hungry for money, who talks the most and ac- 
complishes the least with his deceitful advertising. 

(Dr. Cecil then demonstrated quack gadgets such as the Oxydonor, the Inducto- 
scope, the Vrilium tube, and discussed exhibits of nostrums such as bee-sting 
venon and Tri-Wonda, etc.) 

Senator Kerauver. You are Mr. E. D. Bransome? 

Mr. Bransome. That is right. 

Senator Kerauver. Yes, sir. 


STATEMENT OF E. D. BRANSOME, CHAIRMAN OF THE BOARD, NEW 
YORK CHAPTER, THE ARTHRITIS AND RHEUMATISM FOUNDA- 
TION 


Senator Krrauver. Mr. Bransome, you are the New York State 
chairman of the Arthritis and Rheumatism Foundation, is that 
correct ? 

Mr. Bransome. Yes, I am chairman of the board of the New York 
chapter, and the New York chapter and the national have joined in 
an effort here to develop the facts concerning misleading advertising, 
and that is the reason I am here, to present that. 

Senator Kerauver. Thank you for being here. 

What business are you in ? 

Mr. Bransome. I am retired president and chairman of the Mack 
Truck Co. 

Senator Kerauver. Of the Mack Truck Co. ? 

Mr. Bransome. Mack Truck Co., and I am still a director. 

Senator Krrauver. And you are giving of your time to this 
foundation ? 

Mr. Bransome. Yes. 

Senator Krerauver. We commend you upon your philanthropy. 

Mr. Bransome. I have also got rheumatoid arthritis, slightly— 

Senator Keravver. Slightly? 

Mr. Bransome. No, not slightly. I say that is a slight reason 
for my being interested in arthritis, and trying to find the cause or 
cure of it. 

Senator Kerauver. Have you had the same experiences that Mr. 
Odlum has had? 

Mr. Bransome. Oh, ves. 

Senator Kerauver. Of proposed remedies being sent to you? 

Mr. Bransome. Yes, I have. 

Senator Keravuver. Did they send you any tequila with a rattle- 
snake in it? 

Mr. Bransome. The best cure that was ever given me was by a 
Negro down South. He said you give the boss two of these horse 
chestnuts and tell him to keep them in his pocket, and don’t take any 
other medicine. I lost one of them and my arthritis got worse. ~ 

Senator Keravuver. All right, sir, proceed. ’ 

Mr. Bransome. I am here to call your attention to a study the 
Arthritis and Rheumatism Foundation has just completed on deceit- 
ful arthritis advertising and promotion and to seek the help of your 
committee in obtaining action by the Congress to correct the serious 
situation revealed by this study. 
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In investigating the prices of prescription drugs offered for ar- 
thritis, this committee is concerned with the welfare of a vast segment 
of the American public—some 11 million arthritis sufferers. In 
most instances it is these very same Americans who are being victim- 
ized by unscrupulous arthritis quacks who market nonprescription 
drugs and devices, 

I believe the committee can well afford to spend time in looking 
into these various quack devices and medicines that are costing ar- 
thritics about a quarter of a billion dollars a year, as near as our study 
can indicate. 

Senator Keravuver. A quarter of a billion dollars a year? 

Mr. Bransome. A quarter of a billion dollars a year, $250 million 
a year. If we can recover some of that by steps and recommendations 
that we are going to make, and I think they are sane, it is up to you 
to judge them, we can do a great deal for the research into the cause 
and cure of arthritis. 

Hence, I believe the committee will be partciularly interested in the 
findings and recommendations of the Arthritis Foundation. 

Our study was the first one. This quarter of a billlion dollars I am 
speaking of is backed up by the studies I have here which I am not 
going to even try to cite to you, but offer to you and you can use as 
much of them as you wish, or all of them. 

Senator Kerauver. We will be glad to have the study as an exhibit 
to the record. The staff will certainly go through it and use such 
parts of it as we can. 

Mr. Bransome. Yes, sir. I didn’t want to go into any of that now 
in the interests of time. 

Mr. Dixon. Mr. Chairman, may I say this in the interests of time: 
You know, as well as anybody else on the Antitrust and Monopoly 
Subcommittee, that testimony becomes very important in connection 
with the way the product is promoted, which has a relationship, of 
course, to price a concentration. But there is a law that presumes 
to afford a remedy for false and misleading advertising which the 
Federal Trade Commission is responsible for enforcing. We assure 
you, sir, that the information that you are going to point out here will 
be referred to them. They will be requested to examine them and to 
take such action as may properly be indicated. 

Mr. Bransome. Yes, sir. This study shows also that our investi- 
gators have consulted with those agencies, and those agencies are not 
only willing but anxious to work with us in providing the answers to 
stopping this terrible quackery that is going on. 

Senator Kerauver. Have not a number of suits been brought by the 
Federal Trade Commission in this field ? 

Mr. Bransome. Yes, I think so, but they are inadequate. There are 
State laws that are inadequate. People driven out of one State go 
into another State. They go out of business for a few years and then 
come back into business under another name. 

Now, I have been exposed to metallurgy and chemistry, and so on, 
and yet I will fall for any of this stuff that somebody comes in and tells 
me, to boil up a bone and some carrot tops or celery root and it helped 
them a lot. If it can’t hurt me I say I will try it myself, because of 
the terrific pain that you have, that most arthritics have, and the 
depression that goes with it. It is a frightful disease. An arthritic 
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will take anything if he thinks there is any possible chance. If it is 
wearing bracelets, one on his wrist and one up on his ankle to set up 

alvanic reaction, or some equally cockeyed thing, he will do it just 
for the chance that he might be helped. 

Mr. Dixon. Or he might take a chance of giving up eating a couple 
of days in order to buy a pill, if he thinks that will help him. 

Mr. Bransome. Oh, easily, easily. Just to show you, I am working 
on a drug that isn’t on the market now. I take it. One of the drug 
companies has developed this drug, and if you ever look at the dif- 
ferent symbols, you will see that there is an “O” here, and “H” there, 
or something else. A chemist takes it and he changes one little “O” 
or “H” and he adds a molecule here or takes one out there. That 
changes the thing and it has different side effects. It lessens side effects 
or it increases its potency, the potency of the drug. 

Now, I am taking that drug now because I have been a guinea pig 
for 7 or 8 years on every drug that has come out. 

Senator Kerauver. You have tried them all? 

Mr. Bransome. I have tried them all, and I am trying this one now 
that isn’t on the market. 

Senator Keravuver. The drug you have is not one of these that we 
have been talking about here in the corticosteroid group ? 

Mr. Bransome. It is a corticosteroid, yes; that is what it is. It is 
made by Schering, and I am trying it out now, and as I try it out and 
a specially selected group, my doctor, I don’t know how many patients 
Sais got, probably 20 or 25. 

Mr. Dixon. Is it Deronil ? 

Mr. Bransome. No, this is called 801. 

Mr. Dixon. This is new ? 

Mr. Bransome. This isn’t on the market yet. 

Mr. Drxon. All right, sir, go right ahead. 

Mr. Bransome. Actually, worse than the money lost by arthritics 
is the harm being done to their health. Some of the fraudulent devices 
and remedies can cause serious damage to the arthritis sufferer. Even 
those that are in themselves harmless can do great indirect harm to 
the victim’s health by keeping him from getting good medical advice 
when he is doing these things. 

You would think that the increased emphasis in recent years on the 
evils of misleading advertising would cut down or eliminate this 
problem. On the contrary, our research shows that the arthritis 
quackery continues to flourish. 

The exhibits there that you will hear more of will show a sampling 
of this advertising. 

We feel that action by the Congress is needed. There are six 
recommendations we would like to make. At the present time there 
are three Federal agencies, the Federal Trade Commission, the Food 
and Drug Administration, and the Post Office Department—have the 
responsibility of regulating different aspects of the misrepresentation 
of drugs and health devices. 

We know these agencies are doing everything they can under the 
law to put the quacks out of business. However, they are terribly 
limited by inadequate budgets. Therefore, our first recommendation 
is to see that these agencies are given the funds to enable them to get 
rid of these purveyors of misery. 
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Senator Kerauver. I agree with you, I think that is right. 

Mr. Bransome. I also think this committee can help a great deal 
in that respect. 

Our second recommendation is for legislation that will put squarely 
within the jurisdiction of the agencies concerned the advertising of 
so-called treatment centers and of unqualified arthritis practitioners. 
Some of the most misleading of all arthritis advertising is dissemi- 
nated by these institutions and individuals. 

That is all in this study. 

Our third proposal is: 

The manufacturers of prescription drugs are required to prove the 
effectiveness of their drugs on the basis of clinical tests before these 
drugs can be marketed. 

Senator Keravuver. Let’s examine that just a minute. You mean 
that you would have an agency set up to pass on these representations / 

Mr. Bransome. I think you have got to listen to the rest of it, 
Senator. 

Senator Kerauver. All right. 

Mr. Bransome. Just that alone isn’t descriptive. Nonprescription 
drugs are exempted from these “new drug” provisions of the Federal 
Food, Drug, and Cosmetic Act. Thus, a Sine patent medicine or 
quack device can be put on the market with no Government sanction 
whatever. Then the Government may be forced to take years to prove 
that the drug, or device, is valueless, while the miserable specimens 
that produced it reap a harvest. We therefore recommend that the 
makers of nonprescription drugs and devices be required to prove to a 
Government agency the effectiveness of their products and obtain a 
license to market them before they can be introduced to consumers. 
That is simple, isn’t it ? 

Senator Kerauver. Your recommendations are well thought out. 

Mr. Bransome. It is a very simple one, isn’t it, Senator? And yet 
it would be effective if you required these people to come in and prove 
themselves before they could puf these misleading ads out. 

Senator Krrauver. Would you apply that to ethical drugs as well 
as proprietary ¢ 

Mr. Bransome. They do it now; oh, yes. You have got to have a 
clinica]l—— 

Senator Kerauver. They have to meet USP standards. But there 
is no requirement that they submit their advertising to a Govern- 
ment agency before they put it out. 

Mr. Bransome. They have to apply for a license and that license 
has to be granted by the proper Federal agency, and they are sub- 
mitted I rman I hope, to a very severe scanning before the license 
is granted to produce it. 

enator Krrauver. The point I was making, though, is that they 
have to meet the USP specifications, but then when they advertise 
what the drug will do and the absence of certain side effects, there is 
nobody to pass upon whether that is correct or not. 

Mr. Bransome. I never saw an ad like that. I have been mixed up 
with this thing for quite some time. I never saw an ethical drug 
that said in the newspapers that there was no side effect. 
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Senator Kerauver. I didn’t mean that there were not any side 
effects, but some of them may not advertise all the side effects that 
will come about. 

Mr. Dixon. Mr. Chairman, may I make a comment here? 

Senator Krerauver. yes. 

Mr. Dixon. The Federal Trade Commission Act does preclude 
unfair practices in a section specifically dealing with false and mis- 
leading advertising. 

Ethical drug products are not advertised to the public. They are 
advertised to the doctors. Historically the Federal Trade Commis- 
sion, I believe you can find, has not considered a doctor as part of 
the public; he is an expert. The assumption is that an expert can 
be fooled. Therefore in regard to the advertising that goes to the 
doctors in medical journals, the Federal Trade Commission has not 
as yet proceeded against any statement that has been made in those 
journals. 

When you come to the Food and Drug Administration it has ju- 
risdiction over labeling, and it has been interpreted that the litera- 
ture that does accompany the medicine itself is considered labeling 
and manufacturers must be answerable for what is said on those labels. 
But a great deal of this literature does not accompany a product. It 
goes to the doctor directly. 

Now, sir, I was very interested in your statement wherein you said 
your association thought that it would be well that even on ethical 
drug products, no one should be allowed to either sell or advertise or 
make a statement about the product until it had been proven. Am I 
correct in understanding that you think that 

Mr. Bransome. Well, that is a rather broad statement to say that 
it has not been proven. But certainly a set of standards could be 
laid down that would cover all of these things. Now it could cover 
the ethical drug just as well as the quack drug. 

Mr. Dixon. I agree with you. 

Mr. Bransome. They should meet their test for their license with a 
_ deal more facility than the quack. So I am sure that they would 
1ave no objection, and I would recommend it personally. I can’t 
speak for the foundation, but I am quite sure that they would agree 
with me. 

Mr. Peck. Mr. Bransome, do we understand correctly that your 
third recommendation is that anybody who is going to put a patent 
medicine on the market for sale should 

Mr. Bransome. With certain claims made for it, that it cures or 
modifies or kills the pain of arthritis. 

Mr. Peck. Some patent medicine with claims attached. 

Mr. Bransome. That’s right. 

Mr. Peck. Should, prior to putting it on the market, be required to 
show that it is at least worthwhile? 

Mr. Bransome. That’s right, to meet a certain set of standards set 
down by presently constituted Federal agencies. 

Mr. Peck. It doesn’t have to prove to be acureall? It doesn’t have 
to be a cureall, but it should be better than sugar pills of some kind. 

Mr. Bransome. We find that these agencies according to this report 
are quite good. They are all fine. 

Mr. Peck. Yes, they should be. 
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Mr. Bransome. And they want to do the job but they haven’t got 
the teeth. They are severely hampered by the fact that the charge 
against an arthritis quack proved, say by the Food and Drug Ad- 
ministration, has to be proven all over again by the Federal Trade 
Commission or the Post Office Department if hey become involved 
in the same case with the same quack. 

This results in unnecessary delay, expense and duplication of effort. 
Therefore, our fourth recommendation is that the decision of one of the 
three Federal agencies be binding on the other two. 

That is going into a little detail that perhaps we should not be 
presumptious enough to go into. But it sounds reasonable, and it is 
backed up by the discussions with these agencies. 

We are not just picking that out of the air. 

Mr. Dixon. Your point is that you would like to put out the fire 
before the house burns down ? 

Mr. Bransome. That’s the stuff. 

Mr. Drxon. Your point is that you think before someone should be 
allowed to make nk representation, there ought to be some agency 
with the proper authority to prevent the public from being exposed to 
it in the first place. That is what you are saying ? 

Mr. Bransome. That is right. 

Mr. Dixon. That is a type of censorship. 

Mr. Bransome. That can screen out these swine that are taking 
deliberate advantage of misery in putting out these terrible devices. 

Mr. Dixon. You would apply that to any medicine whether it is 
proprietary or ethical ? 

Mr. Bransome. I don’t care whether it is ethical or proprietary. 

Mr. Dixon. All right, sir, go ahead. 

Mr. Bransome. Our fifth recommendation is that the Federal agen- 
cies, particularly the Federal Trade Commission, make full use of its 
powers of injunction and its powers to inflict heavy monetary penalties 
as provided for under existing law. 

Too many violators, even repeat*offenders, get off too lightly. Our 
sixth and final recommendation has to do with action on a State level. 
Only 24 of the 50 States have drug labeling and advertising laws cor- 
responding to Federal legislation. Over 25 percent of all drug prod- 
ucts do not go into interstate commerce. The absence of uniform drug 
State legislation makes it possible for operators prosecuted in one 
State to move to another State with weaker laws. 

We suggest that your committee might want to consider the possi- 
bility of recommending to the States model drug legislation which 
would fit into Federal statutes. 

I sincerely hope this committee will favorably consider these recom- 
mendations. We believe it will do much to eliminate a vicious fraud 
perpetrated upon the American public. Inthe meantime I assure you 
that the Arthritis Foundation won’t relent in its efforts to expose the 
unconscionable scoundrels who fatten on the suffering of arthritis 
victims. 

_ Senator Keravver. We thank you very much, Mr. Bransome. What 
is some of the outstanding quackery advertised, in the reproductions on 
the charts you are showing to us? 

Mr. Bransome. I think Dr. Lamont-Havers can answer those ques- 
tions better than I, sir. 
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Do you want me to stay on the stand ? 

Mr. Opium. Dr. Lamont-Havers is here for the purpose of discuss- 
ing those things. 

Senator Kerauver. Any questions of Mr. Bransome at this time? 
Mr. Kittrie? 

Mr. Kirrrre. Mr. Bransome, you say you have in your pocket a new 
drug that is not on the market yet. 

Mr. Bransome. Yes, sir. 

Mr. Krrrrim. Was this given to you by your doctor? 

Mr. Bransome. Yes. 

Mr. Kirrrie. Did you pay for it? 

Mr. Bransome. No, sir. 

Mr. Kirrrie. In what way does your doctor obtain this? Is he 
given this free by the drug company to try it out ? 

Mr. Bransome. Oh, yes. He must first be convinced from a medical 
and chemical standpoint that what this company is producing is better 
than what has been offered so far by it or other companies. 

Mr. Kirrrir. Now, the drug company, in the future, will base its 
decision whether to manufacture it on the report they will get from 
your doctor ? 

Mr. Bransome. And probably hundreds of others who have taken 
a representative number of cases, say 20 or 25 or I don’t know what 
number my doctor has, but it is numerous enough. 

Mr. Krrrrtr. And your doctor will make a report to the drug 
company ? 

Mr. Bransome. He will make a study. The study is for himself, 
for the Arthritis Foundation, for the American Rheumatism Founda- 
tion and whatever he finds out will be passed on to the other doctors. 

Mr. Kirrrte. Could you tell-me whether doctors generally are paid 
for such studies? 

Mr. Bransome. Oh, no, they are not paid, I am sure. 

Senator Keravuver. All right, thank you very much, Mr. Bransome. 

Dr. Havers, we are glad to have you with us. You are the medical 
director of the Arthritis and Rheumatism Foundation ; is that correct ? 


STATEMENT OF DR. RONALD LAMONT-HAVERS, MEDICAL DIREC- 
TOR, THE ARTHRITIS AND RHEUMATISM FOUNDATION 


Dr. Lamont-Havers. That’s right, yes, sir. 

Senator Kerauver. Give us a little of your background. 

Dr. Lamont-Havers. I graduated from the University of Toronto 
in 1946 and did considerable postgraduate work including 2 years in 
Toronto and 2 years in New York. I returned to British Columbia 
and became director of the British Columbia division of the Arthritis 
and Rheumatism Society as well as entered private practice there. 
This was from 1953 to 1955. In 1955 I returned to New York to be- 
come the associate medical director of the Arthritis and Rheumatism 
Foundation and then in the summer of 1958 I became the medical di- 
rector of the foundation. 

Besides this I am instructor in medicine at Columbia University 
College of Physicians and Surgeons. 

Senator Kerauver. Are you a specialist on arthritic diseases ? 
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Dr. Lamont-Havers. I am an internist with my specialty in inter- 
nal medicine. There is no such thing as a specialty in rheumatic dis- 
eases. We are all primarily internists with an interest in rheumatic 
diseases. However, since 1949 I have done most of my clinical work 
in the field of arthritis and rheumatism. 

Senator Krerauver. You are not a sufferer of rheumatoid arthritis 
yourself ? 

Dr. Lamont-Havers. No, thank goodness, no. 

Because your committee is interested in the arthritic and rheumatic 
diseases it was believed that you would be interested as to what arthri- 
tis and rheumatism really is. 

Since there is a great deal of confusion in most people’s minds as 
to exactly what is meant by these diseases, first some definitions of 
terms. 

Rheumatism is really all the conditions which give rise to symptoms 
referable to the muscular skeletal system of the body. ‘These are some- 
times called the “rheumatic diseases.” Arthritis refers more specif- 
ically to those rheumatic diseases which involve primarily the joints 
and their adjacent structures, most of the arthritic diseases also in- 
volve other organs and structures of the body. 

Although there are many types of classifications of the more than 
60 different diseases which can be considered as rheumatic diseases, 
for convenience they can be divided into 6 broad groupings. 

The nonarticular rheumatism which includes those diseases involv- 
ing only the soft tissues in and arount the joints. This includes such 
things as bursitis, fibrositis, lumbago, et cetera. 

The degenerative joint diseases or osteoarthritis which really in- 
volves most of the adult population although only 10 percent will be 
Sa handicapped by this condition. These conditions were for- 
merly thought to be due just to the ordinary wear and tear of aging, 
supplemented by slight trauma during life. 

It is now believed through recent research that there are other fac- 
tors of heredity and perhaps metabolic changes also involved in these. 

Then the broad classification of connective tissue diseases includes 
some of the most severe and crippling diseases of man. 

In this classification are sealed rheumatoid arthritis, rheumatic 
fever and some of the rare but extremely serious diseases. 

The infectious arthritis which arises from a direct infection of the 
joint by such bacteria as streptococcus or the gonococcus. One thing, 
infectious arthritis has become much less important in recent years 
because of the advent of antibiotics. This is one type of arthritis that 
we can really say we can cure. 

Senator Keravver. What do you mean by infectious arthritis ? 

Dr. Lamont-Havers. This is an arthritic condition which arises by 
actual infection of the joint by bacteria. In other words, you get pus 
in the joint which causes destruction. 

The metabolic diseases includes such diseases as gout. Gout most 
people think is unimportant, but there is a great deal of gout in the 
United States and it is quite an important disease. 

Gout is one of the few rheumatic diseases which can be adequately 
treated by present methods and by present drugs. 
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The sixth category is called, for want of anything else, idiopathic, 
meaning that we just don’t know where to classify them, and in this is 
lumped all of the diseases which we can’t otherwise classify. 

It includes a great conglomeration of things. 

From surveys conducted by the U.S. Public Health Service it is 
estimated that some 11 million people over the age of 14 years in the 
United States suffer from some type or other of the rheumatic dis- 
eases. These figures are corroborated by similar types of studies done 
in other countries. 

By more scientific surveys—as you see, this is approximately 1 out 
of 16, and if you go ahead that also involves about 1 out of 5 families 
in some type of arthritis or rheumatic disease. By more scientific 
surveys in the United States it is estimated that rheumatoid arthritis, 
the most crippling form of the rheumatic disease, afflicts about 4 mil- 
lion of the American population. The populations of Great Britain 
and Holland and the Scandinavian countries have been found to have 
the same relative number of victims of rheumatoid arthritis. 

Of the rheumatic diseases, rheumatoid arthritis and the related con- 
ditions of the connective-tissue group are the most severe and crip- 

ling. These diseases involve not only the joints but also there may 
be involvement of the heart, kidneys and other internal structures. 
The disease begins, usually, with involvement of the covering of the 
joint by an inflammatory process which gradually invades the joint 
space destroying the protective cartilage at the end of the bone. The 
yellow material on the other side represents the swelling and increase 
in fluid asa result of the inflammatory process. 

As this inflammatory process proceeds, destruction of the carti- 
lage and bone continues and results in severe deformities which are 
so characteristic of this disease, and in many cases finally the two 
bones come together with fusion of the joints. 

In some victims of arthritis you know they are completely fused 
from the top of their spine to the tip of their toes. They are just 
immobile. 

This same inflammatory process in other organs interferes with 
their functions and seriously impedes the patients’ health. These 
diseases may take one of a number of different courses. The most 
common is that of an intermittent form where after weeks or months 
or years of activity, the patient goes into a period relatively free of 
pain and signs of inflammation subside. Then after a period of 
weeks or months, the activity again reoccurs. This intermittent type 
of activity often gives a person hope that the particular medication 
or treatment which is being taken at the time a natural remission 
occurs, is the cause of the lessening of the disease activity. 

This only leads to disappointment when the disease recurs and 
joint destruction continues. To date no medication can be claimed to 
affect the underlying disease process specifically in these connective 
tissue diseases. 

Senator Krravver. In other words, to date there is no cure. What 
is available prevents the enlargement of the infestion or gives some 
relief. 

Dr. Lamont-Havers. That’s right. Even the steroids which have 
been a great. boon to this field I must say provide only nonspecifically 
decrease in the inflammatory process. 
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Senator Kerauver. And steroids then do give some comfort ? 

Dr. Lamon't-Havers. They do give some comfort, but. usually you 
will also have.to give other medication with them. 

One should not rely on steroids alone in the treatment. of most of 
your rheumatic diseases, Certainly our rheumatoid arthritic patients 
are also on large doses of salicylates besides being on steroids. If 
they do not require salicylates we think they are getting too much 
steroids. 

Senator Keravuver. What are salicylates ? 

Dr. Lamon'r-Havers. Aspirin products. By a great deal we mean 
they are taking at least 8 tablets a day and many of them are taking 
as much as 20 aspirins a day year in and year out. 

Senator Keravuver. Along with the steroids? 

Dr. Lamont-Havers. Yes. We much prefer them to take aspirins 
than steroids. 

Senator Kerauver. Why do you have to have aspirin along with 
the steroids? 

Dr. Lamont-Havers. Because we feel that aspirin is a very good 
product in the treatment of rheumatic diseases. It gives relief from 
not only pain but also stiffness. Where you cannot control the patient 
by aspirin alone or other methods such as gold or physical therapy, 
then you try steroids to give them some relief and enable them to 
be as active as possible. 

Senator Keravver. Aspirin is fairly inexpensive. 

Dr. Lamont-Havers. Aspirin is fairly inexpensive. This of course 
varies all the way from 12 cents a hundred up to around 60 or 70 cents 
n hundred. 


Unfortunately these glorified aspirins which percents read about in 


the advertising cost anywhere from $3 to $5. 
those it is going to be expensive. 

Senator Krravuver. This glorified aspirin I see advertised—is that 
really aspirin? Or what is it? , 

Dr. Lamont-Havers. Most of these things basically contain aspirins 
or salicylates in some form, aspirin being acetyl salicylic acid. 

Basically this is the only pain-relieving material which they have. 

Naturally if they take enough of them they are going to get relief 
but they are deceitful in the fact that the patients believe that they are 
getting either a greater relief than they would obtain from the ordi- 
dary cheap aspirin or they promise a cure, and this is what is so deceit- 
ful, the fact that somebody is paying $3 to $4 for something which 
they can buy for 12 cents. 

I must say though in spite of the fact we have said that we cannot 
cure these diseases, you can do a great deal for the vast majority of 
patients afflicted with rheumatic diseases, but you have to use an inte- 
grated program of not only medications but also physical medicine 
and retraining of various sorts. 

I think the committee would be interested in the fact that the im- 
pact of these diseases, whether they are relatively mild, nagging but 
still disabling aches and pains in the soft tissue regions of rheuma- 
tism or the severe destructive process of rheumatoid arthritis has a 
marked effect on the socioeconomic life of the individual and the 
community. 
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Of interest, a conference was held recently to this subject in Hol- 
land, on the socioeconomic aspects of rheumatoid arthritis, and the 
reports came from every country, including some of those behind the 
Iron Curtain, as to the great socioeconomic impact of these diseases 
on the life of the people. ‘ 

It is estimated by the U.S. Public Health Service, the National 
Health Survey, that each year arthritis patients suffer 255 million 
restricted activity days. 

They also have some 67 million bed disability days. In other words, 
they are confined to bed, and this is some 5.4 percent of the total. 

Senator Keravuver. So that has a great economic impact. 

Dr. Lamont—Havers. That has a great economic impact. 

Mr. Peck. Is this throughout the world, sir? 

Dr. Lamont-Havers. No, this survey is just the United States. 

But there were similar types of figures from Holland, who was 
represented at that conference, also from Norway and Finland. Those 
patients who are usually working suffer 31 million work-loss days be- 
cause of arthritis. This is about 5.2 percent of the total workdays lost 
in the Nation. It is also of interest that 10 percent of persons receiv- 
ing benefits under the Federal aid to the permanently and totally 
disabled are receiving it because of arthritis. 

In New York City alone over 10,000 arthritis patients obtain their 
medical care in voluntary and municipal arthritis clinics. 

In a study of those with rheumatoid arthritis and who had been 
employed before the onset of their disease, 39 percent were still 
employed at the same job, but 19 percent had been downgraded, 8 
percent had retired from jobs and become housewives, and 39 percent, 
nearly 40 percent were unemployed because of their disease. 

Studies have also shown as éan be imagined, the tremendous impact 
on the family and social life which I won’t go into at this time. 

We who have to work with these people have to treat them and see 
them year after year, realize how helpless we often are in trying to 
improve their lot. 

It is no wonder to us that these patients, harassed by their economic 
loss and environmental adjustment grasp at any easy panacea which 
offers a greater hope, relief and cure than that which can be legiti- 
mately expected through the application of present-day knowledge 
and methods. 

We have believed because of this that one of the most pressing 
problems today is the duping of millions of arthritic sufferers who 
purchase deceitfully advertised products and devices in the vain hope 
of receiving inferred benefits which are unrealizable and unobtainable. 

All of these things are like that. The one on the left marked 
“arthritis,” this the Federal Trade Commission has been trying to 
indict this particular product for a number of years but have failed 
because of various and sundry legal reasons. 

This is the greatest advertiser in the United and its possessions. I 
don’t know how much this person obtains. 

Senator Kerauver. Suppose you read that advertisement just for 
the record. Mr. Peck, would you go over there and read that 
advertising ? 

Mr. Peck. Will you identify it, sir? 

Dr. Lamont-Havers. That one there. 

Mr. Peck (reading) : 
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I have been wonderfully blessed in being able to return to active life after 
suffering from head to foot with muscular soreness and pain. Most all joints 
were affected. According to medical diagnosis I had rheumatoid arthritis, 
rheumatism, and bursitis. For free information write Mrs. Lela S. Wier, 2805 
Arbor Hills Drive, 453 Post Office Box 2695, Jackson, Miss. 

Dr. Lamont-Havers. And yet the Government, the Federal Food 
and Drug Administration lost their case. This came up, even though 
all medical expert testimony showed that the claims made by this 
particular firm are utterly false and misleading: 

Mr. Drxon. You say the Food and Drug Administration ? 

Dr. Lamonr-Havers. Yes. I made a mistake the first time, I’m 
sorry. 

Mr. Dixon. The Food and Drug Administration has jurisdiction 
only over labeling. 

r. Lamonr-Havers. I’m sorry, the Post Office started it. 

Miss Watrap. They all dropped it. 

Senator Kerauver. Young lady, you come up to the witness table. 
I believe you are Miss Ruth Walrad; is that correct? 


STATEMENT OF MISS RUTH WALRAD, THE ARTHRITIS AND 
RHEUMATISM FOUNDATION 


Miss Watrap. Yes, Ruth Walrad. 

Senator Keravuver. You are the author of this study that has been 
referred to, I believe? 

Miss Waxrap. Yes. 

Senator Keravver. As I understand it, the Post Office Department 
then brought suit against—— 

Miss Watrap. It is a very long and involved story. To make it 
very brief, the Post Office Department did start. Then the Food and 
Drug became interested because of the mislabeling of the product. 

The Federal Trade Commission was interested also in the adver- 
tising. Mrs. Wier is an arthritie and was a widow, when the case 
came up, and one of the comments so often made was that all these 
big Government agencies were all ganging up on this poor little 
widow woman. So the two other agencies dropped out completely. 
The Food and Drug Administration continued with the case. The 
product is worthless. It is a combination of three products contained 
in this one treatment, three separate bottles of things, very expensive, 
$12.50 for a 2-month supply, and utterly worthless. 

There is not even a product in it which gives temporary relief 
of minor pain which can be said for some of them. This just does 
absolutely nothing. 

Senator Kreravver. As I understand it, anyone seeing this adver- 
tisement can write to Mrs. Wier and then she sends them a 

Miss Watrap. You get a great flurry of literature and many testi- 
monials. 

Senator Krrauver. Anyone sending $12 or whatever the price is 
gets the drug? 

Miss Watrap. Right. 

Senator Keravver. Dr. Blair tells me he has seen this little adver- 
tisement run in a weekly paper out in Maryland. What is the name 
of the paper? 

Dr. Buarr. La Plata Crescent, a very fine paper. 
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Miss Watrap. I might say in a survey we are conducting now on 
the advertising of arthritic products, from clipping service, that to 
date 31 percent of all ads—now this is the bulk of the ads, are Lela 
Wier’s ads. 

Senator Kerauver. You mean she does a really big business? 

Miss Waxrap. A tremendous business. The Food and Drug Ad- 
ministration had told me that she advertised in thousands of news- 
papers and magazines in the United States and Alaska. That was be- 
fore Alaska came in, and certainly the results of the survey I am doing 
now shows that to be true. ; 

Senator Keravver. Do you have any idea what her volume of busi- 
ness is ? 

Miss Watrap. I have tried to get those figures. They came out in 
part during the trial a number of years ago, and I think the closest 
figure was between $200,000 and $300,000 and that. was supposed to be 
a = inadequate inaccurate figure and one that really should not be 
used. 

It probably is several times that. 

Mr. Drxon. Mr. Chairman, may I ask Miss Walrad a question? 
You say the Post Office Department dropped its case; in order to 
prove a fraud you must prove intent ? 

Miss Watrap. Right. 

Mr. Dixon. The Food and Drug Administration has jurisdiction 
only over labeling, so the only thing they could by their jurisdiction 
correct would be the false statements that would be either on the 
label or in material that accompanied the finished product. 

Miss Watrap. Right. 

Mr. Dixon. The Federal Trade Commission has jurisdiction over 
advertising that is itself in commerce and which may result in a sale 
in commerce. 

Have you referred this to the Federal Trade Commission ? 

Miss Watrap. The Federal Trade Commission knows a great deal 
about this case, but it is the policy as I understand it among these 
agencies not to interfere in each other’s cases until a case is complete. 
Now the Food and Drug Administration is still attempting to obtain 
an injunction against Lela Wier. 

Senator Kerauver. Would it be possible for the Food and Drug 
Administration to obtain an injunction against people who advertise 
in this way ? 

Have you been told by the Federal Trade Commission that they can 
not do anything about advertising in the first place? 

Miss Watrap. That, of course, is the policy of the agencies and 
there are apparently some good reasons for it, perhaps not to confuse 
the issues, perhaps as a matter of economy. 

In other adil there would be some duplication of effort. The 


Food and Drug Administration in this particular case has done a tre- 
mendous amount of research on it in organizing their case. The 
FTC would have to start from scratch again because what Food 
and Drug might have done might have to be redone completely by 
FTC on the basis of advertising rather than of labeling. ‘ 
Soin many ways it would be a duplication of effort. 
Senator Kerravuver. I guess that is the reason the foundation 


through Mr. Bransome is recommending that there be one 


g to 
handle all of these problems. gency 
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Miss Watrap. The problem to which you are referring is an agree- 
ment or a finding of one agency be binding upon another. That so 
far would not be applicable here because the FDA has not gotten a 
judgment. That would be effective only—for example, the Post Of- 
fice Department has to prove fraud with knowledge and intent, which 
is much more difficult than that an advertisement is false and mis- 
leading. The Post Office Department could lose a case on the grounds 
that it failed to prove fraud. 

But they could have also proved that a certain advertisement was 
false and misleading, but they lost their case because they did not 
prove fraud. 

The FTC might want to, since the Post Office lost this case, might 
want to tackle it then themselves. Then they have to start from the 
beginning, and themselves prove that the advertisement was false and 
misleading, although the Post Office Department may have already 
proved that in their previous case. 

So there is a great deal of duplication of effort, waste of Govern- 
ment funds in starting this case from the beginning. 

Senator Kerauver. All right. Dr. Lamont-Havers, will you con- 
tinue? 


STATEMENT OF DR. LAMONT-HAVERS—Resumed 


Dr. Lamont-Havers. Yes, and so the same thing _— to many of 
the other products there such as Dolcin. ‘These people use as a matter 


of fact practically exactly the same words to start off with in that 
they say “There is no faster, safer, more effective pain relieving prod- 


uct in all the world.” 

This is for both products. And then here is another one of them. 
As you know, it is the law that when they do advertise that these 
things are of use in arthritis and rheumatism, they must say that 
they are for the “temporary relief of minor aches and pains” which 
must be in the same type as the other part. 

Somebody has come up with a wonderful gimmick in these ad- 
vertisements in that he has substituted “cursory” for minor, so it now 
reads “The temporary relief of cursory aches and pains.” 

Cursory sounds like a terrible thing, as if these are really going to 
cure the agonizing pains of arthritis. 

Mr. Dixon. Is it your point, sir, that it may give temporary re- 
lief, but what is terribly wrong here is that it gives no more relief 
than a nickle’s worth of aspirin ¢ 

Dr. Lamont-Havers. Right, that is perfectly true. 

Mr. Drxon. In other words, you consider that that is a fraud? 

Dr. Lamont-Havers. This to me is very deceitful. 

Mr. Dixon. You think it is deceitful in that they don’t disclose in 
the same size type that you can get the same amount of relief from a 
nickel’s worth of aspirin. Is that what you are saying? 

Dr. Lamontr-Havers. They are implying, which I believe is deceit- 
ful, that their product selling at their price is different from practi- 
cally anybody else’s and is so much more superior, which is not true. 

Mr. Dixon. But. if you were on the stand as an expert and the ques- 
tion were put to you, “Doctor, will this product give temporary re- 
lief ?,” what would you say 4 
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Dr. Lamonr-Havers. I would say, “Yes; it does give temporary 
relief.” 

Mr. Dixon. Then is it false? 

Dr. Lamont-Havers. I didn’t say it was false. I said it was 
deceitful. 

Senator Kerauver. Who is the second biggest advertiser in this 
field ? 

Dr. Lamontr-Havers. Senator, this is our expert on these matters. 

Miss Watrap. There is no individual advertiser who is a close sec- 
ond. The next would have to come by groups. 

The analgesics make up about 33 percent. 

Senator Kerauver. The what? 

Miss Watrap. The analgesic-type products, the glorified aspirin- 
type product as a whole make up about 33 percent. 

Senator Kerauver. What is the picture of this man over here? 

Dr. Lamont-Havers. This is for Bursidex. This starts out with 
“This is a new wonder formula here which stops, really stops pain, 
for « sharp agony pain,” and there again this is primarily salicylate 
and therefore is no new wonder formula and it certainly exceeds the 
limit for which claims can legally be made because sharp agony pains 
“an. scarcely be considered as minor aches and pains or temporary re- 
lief of minor aches and pains. 

Senator Kerauver. What is this quackery on the right? 

Dr. Lamontr-Havers. These are devices which also by and large 
have been seized by Federal agencies. The yellow thing, by the way, 
is of particular interest to us at the present time. This has been 
seized. This isa uranium pad guaranteed to cure arthritis if it is laid 
upon the affected part. This is supposed to contain uranium ore. Ag 
a matter of fact, I tested it with a Geiger counter. It doesn’t even 
have the same radiation effect as an ordinary luminous dial of a wrist- 
watch. As a matter of fact if it did have very much more it would 
probably be dangerous. 

Although this particular product was seized, this particular com- 
pany, these products are now receiving increased promotion on the 
west coast which is of interest. 

Some of the other things, the coils, the wire there, that reddish 
thing, this is a magnetic device. In theory one plugs it in, you put 
the rings around the particular joint or part which is supposed to be 
affected and you are supposed to have a cure. 

This one here is of interest because Dr. Cecil tells me that when 
he was a young man his mother used this thing. This was seized in 
1957, so that is a pretty long stretch. 

Senator Kerauver. What do you do with that? 

Dr. Lamont-Havers. That, that is supposed to affect the vital flow 
of forces in the body. This you attach to the leg, this thing you put 
into cold water and somehow or other a vital current is generated 
which fixes up the whole disease process. A lot of these are sold, 
completely and utterly fraudulent and worthless. 

Senator Keravver. Is that just a plain string between the two of 
them ? 

Dr. Lamont-Havers. No; it is a wire. Yes; it isa wire. This is 
permanent that way. 


35621—60—pt. 14-—--12 








8006 ADMINISTERED PRICES 





This I think is one of the most interesting things. This was seized 
not too long ago. This little tube here is called a urilium tube and 
sold for $300. 

There again this was supposed to be hung around the neck. It isa 
brass tube. I will let you see it. It comes apart. Inside it held a 
glass tube, this tube contained about one, two-hundredths of a cent 
worth of barium cloride so the whole thing couldn’t be worth more 
than maybe 10 cents. To sell that for $300 that is quite a nice profit. 

This also was for the cure of not only arthritis but many other 
diseases, 

Senator Kerauver. What do you do? 

Dr. Lamont-Havers. You just wear that around your neck. 

Senator Krrauver. This has a safety pin. 

Dr. Lamont-Havers. That is so you don’t lose it. 

Senator Keravurr. Is this still being sold? 

Dr. Lamont-Havers. No, those people are in jail, thank goodness. 

One of the things which has concerned us greatly recently is this 
matter of literature, of books. Luckily the Federal Trade Pesssi 
sion has just handed down a preliminary hearing on the book en- 
titled “Arthritis and Common Sense” by Dan Dale Alexander. The 
Government has spent hundreds of thousands of dollars trying to 
get an action against this person, and this corporation, and has 
spent practically 314 to 4 years in doing so, and finally all this time 
they finally get a preliminary injunction. Yet we know probably that 
they will turn around and appeal this injunction, a reappeal it. 
In the meantime this book with all its contents which have been 
shown to be utterly worthless in the treatment of arthritis is being 
promoted across the country. It has had a great promotion. 

Mr. Dixon. Doctor, if my memory serves me correctly, I believe 
either in that case or a similar case, the Commission’s order was up- 
held against the advertisement of the book but not the contents? 

Dr. Lamont-Havers. That was another book called “Arthritis Can 
Be Cured,” by Dr. Ashner. . 

Mr. Drxon. There is a difficulty there due to the free press. 

Dr. Lamont-Havers. This is a different book. 

Mr. Dixon. But still there is the difficulty. I don’t know whether 
it can be straightened out or not. In other words, you can write a 
book and say anything you want in the book but you can’t advertise it. 

Dr. Lamont-Havers. I quite agree they said he could write a book 
but they were against his advertising on radio, television, newspapers, 
and on the jacket. 

Mr. Dixon. They attempted in one of their cases to move against 
the contents of the book itself? 

Dr. Lamont-Havers. This is more difficult. 

Mr. Dixon. They lost that point. 

Dr. Lamont-Havers. Yes; this was—— 

Senator Keravver. What is this last book you were talking about? 
What is the title of it? 

Dr. Lamont-Havers. Dr. Ashner’s book. The one book by Dan 
Dale Alexander is called “Arthritis and Common Sense,” and advocates 
a system of treatment of all types of arthritis by cod liver oil plus 
orange juice on an empty stomach. 
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Senator Krerauver. And they have secured an injunction against 
the publication of that book? 

Dr. Lamont-Havers. Not against the publication, but the adver- 
tising. Mr. Odlum says it is dedicated to him. 

This is an injunction against the advertising and promotion of the 
book, not against the book itself. 

Senator Krravver. I see. 

Do you have anything further, sir? 

Dr. Lamont-Havers. I must say on the part of the foundation we 
are also concerned with the fact that people in the middle-income 
bracket and in the indigent class have difficulty in receiving proper 
care. This is why our program, certainly at the chapter level, is 
devoted to the fact that we are trying to see that any physician can 
obtain proper facilities for the care of his patient. This is why we 
have our mobile units, we support clinics, and some of our chapters 
do provide drugs to clinics. This is not a big program because it 
would take more money than we have got to handle this ina big way. 

The other thing is that. this is not just a disease of old age. We 
are dealing here ‘with diseases that strike all ages from birth right 
into old age. 

I wish to thank the committee at this time for this opportunity to 
appear before them and to bring to their attention some of these prob- 
lems associated with rheumatic diseases. 

Senator Krrauver. We are very grateful to you, Dr. Lamont- 
Havers. 

Any questions of Dr. Lamont-Havers? 

Dr. Buatr. May I ask one question ? 

Senator Keravver. All right. 

Dr. Buarr. I note in the New York Times of June 2, 1959, an account 
to the effect that a joint study of arthritic drugs is being undertaken 
by the Public Health Service and tlte American Rheumatism 
Association. 

The New York Times states: 

After 10 years of treating arthritis with cortisone and many synthetic steroids, 
objective tests of these drugs are urgently needed, Dr. Bunim said. Tests would 
be a first step to a broader study of rheumatic diseases. 

It is stated also that this study had been under the general direc- 
tion of Dr. Joseph Bunim, head of the National Institutes of Health’s 
foundation on arthritis. Could you tell us something about that 
study and its purposes / 

Dr. Lamont-Havers. Yes. The ability to judge whether a par- 
ticular medication or form of treatment is valuable in rheumatic 
diseases, particularly rheumatoid arthritis, is extremely difficult and 
fraught with a great deal of danger. A few years ago we were quite 
happy to try the dr ug on six or seven patients and write a paper and 
report that this was the result. 

We now know, of course, that this is utterly valueless, to put six or 
seven patients on a drug. Through careful statistical studies by co- 
operative studies elsewhere, we realize that these patients vary so 
much in their natural history of the disease, to their reaction to the 
drug, to the reaction to the physician, to the type, to the stage of 
the disease, that it is necessary to have very careful, controlled experi- 
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ments and conditions before you can really obtain any idea whether 
a drug is effective or not. 


Thus, no one clinic in the United States has enough patients with 
rhematoid arthritis who have not been on any medication, who are 


all in the same stage of the disease, to try these drugs on. 

So, therefore, under the American Rheumatism Association but sup- 

rted by the Arthritis & Rheumatism Foundation and the National 

nstitute of Arthritis and Metabolic Diseases, this combined clinic 
study has been undertaken. 

In this study approximately 10 university clinics throughout the 
country have agreed as to the conditions under which these drugs 
will be tested, what they are going to test, et cetera. This may sound 
simple, but it is extremely difficult to get 10 clinics to agree as to 
what they are testing, so that this is a big program. 

One has to have statistical study. This is under the general direc- 
tion of a statistician, a medical man and statistician. 

Senator Keravver. What drugs are you talking about here? 

Dr. Lamont-Havers. Eventually this will be in any. We hope to 
accomplish this with most drugs. First of all, they started a study— 
preliminary trials were in October of this year—to see what a group 
of patients would do on just aspirin. They will probably next try 
a steroid because we know that the steroids have an effect on rheu- 
matic diseases. 

We then hope to go into such things as the antimalarial drugs, gold, 
et cetera. The difficulty is that some patients will react to anything. 
If you give many patients with rheumatic diseases a placebo, a pill 
that has nothing in it, just a little bit of sugar, and you give it to them 
with a great deal of confidence, you talk to them, you make them 
sure that this is going to help them, they will be helped for a short 
while, just a short while, but they will be helped. And this has con- 
fused many people. 

I think this has something to do also with your difficulties with the 
advertising of the ethical drug companies, because in most of this ad- 
vertising these claims are based on clinical studies which have been 
made by reputable people, and some of these claims are made with a 
few patients, and they do get these results. 

But unfortunately after more patients have tried it and bigger 
clinical trials are undertaken, some of these things do not pan out. 

This happened with Meticorten. The preliminary results were 
much better than what finally turned up after about 2 years. It is this 
type of thing which we hope, through the cooperative clinic program, 
to get an effective result on the drug or new method of treatment 
within 3 to 6 months instead of waiting 2 years. The drug has been 
said to be much more effective than it really is. 

Mr. Dixon. From what you are saying, you recognize the impact 
that advertising and detailing might have on sales of a new product? 

Dr. Lamont-Havers. Yes; except I hope—I know certainly most of 
my conferees as well as myself—that you always take what the 
detail man says with a little grain of salt. 

Mr. Dixon. I admire you as a professional man. I would hope that 
T could do that also. 

Dr. Biarr. Would you state or would you agree with the claim of 
one of the drug companies that “we have now reached a stage of mature 








- ee ok oe 


ADMINISTERED PRICES 8009 


cortical steroid therapy”; that “we have passed through the transi- 
tional cortical steroid hydrocortisone, prednisone, predisolone, methyl- 
prednisolone, and triamcinolone”; that this marks the end of the 
development of.an area? Would you say we have arrived at an era 
of mature cortical steroid therapy ¢ 

The eee in question is Decadron. 

Dr. Lamont-Havers. I would say we have arrived at a mature 
cortical steroid therapy in the fact that we have learned how to use 
them, not necessarily with the product which we have to use. 

Dr. Biarr. Would you agree with the claim—I am again referring 
to Decadron—that patientside reactions are now the main considera- 
tions “without the handicaps limiting the usefulness of the cortical 
steroids developed during the transitional period.” 

Dr. Lamon'r-Havers. Are they still referring to Decadron ? 

Dr. Buatr. Yes, sir. 

Dr. Lamontr-Havers. I must say that on Decadron we still have to 
be aware about most of the side effects that occur with the other 
steroids. 

I don’t think that Decadron has been used on enough patients yet, 
over a long enough period of time, to know whether we have to be 
aware of it to the same extent, but certainly these do occur, but 
whether they will occur in the same percentage, I don’t know. 

Dr. Buatr. You would take such claim with a certain degree of 
skepticism ? 

Dr. Lamonr-Havers. Yes. 

Dr. Buair. Let’s talk about Decadron. You apply the same dis- 
cretion to Deronil made by Schering ¢ 

Decadron is made by Merck. Deronil is made by Schering and 
Gammacorten is made by Ciba. You would apply the same? 

Dr. Lamont-Havers. All dexamethasone. 

Senator Keravver. Yes. 

Mr. Dixon. You have chosen this field as your life’s work. You 
are a far greater expert than certainly an ordinary practicing phy- 
sician. I would think that the court would accept you assuch. Now, 
if you were a general practitioner and you received from a detail man 
a statement like this, or from an advertisment or from literature 
mailed direct to you, would you say that any other physician would 
be in the same position to judge such a statement as you are? 

Dr. Lamont-Havers. I don’t think he would be able to judge it 
from his own personal experience. 

I would like to say though probably these statements by the drug 
companies were based on a clinical trial which having been in the 
field and done clinical trials, I am not so sure that I would accept the 
same results. 

The same question came up recently at the conference on steroid 
therapy in London in which the question of exaggerated claims of 
the steroids did come up. 

It was pointed out then that as a profession we also have some re- 
sponsibility in this matter of allowing clinical trials on small num- 
bers of patients so that these results are obtained, and therefore this 
is why we as a foundation and the National Institutes of Arthritis 
and Metabolic Diseases are so concerned. 
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We are trying to, in the future, give such drugs proper clinical 
evaluation and not the uncontrolled ones in the past. 

This is not altogether the fault of the drug companies. 

Mr. Dixon. On that point I think you are quite sound, but let me 
ask you this, sir. 

We just heard the president of Schering testify here and he said 
that one of the company’s greatest costs was 32 percent for sales. A 
great deal of that cost is in this detailing. Let us assume that the pur- 
pose of detailing is to sell products. In other words, the purpose of the 
dissemination of this information to the doctor is to get him to pre- 
scribe that product. So that is the question we are talking about and 
the relationship that advertising has to our study. 

Dr. Lamont-Havers. Did you ask that as a question ? 

Mr. Drxon. Yes. What observation would you make about it? 

Dr. Lamon'r-Havers. I believe that the detail man does have a 
spot in that although most of these things are put in medical journals, 
I am always surprised at the number of physicians, particularly gen- 
eral practitioners—I shouldn’t say I’m surprised, I am not—who rely 
a great deal on many of the drug detail men for their knowledge of 
the drugs, and certainly this is one way in which new types of therapy 
are disseminated among the medical profession. 

There is a great deal being done of course as far as postgraduate 
work is concerned, also. 

Senator Keravuver. Any other questions? 

Mr. Prcx. No, sir, not at this time. 

Senator Kerauver. We want to thank you, sir, and all of your as- 
sociates for coming and giving us this very valuable information. 

Have you reproduced these exhibits? Can we have them in some 
form so that we might put them in our files? Can you make pho- 
tographs? 

Jr. Lamon't-Havers. Yes, that will be made and sent to you. 

Senator Krravuver. That will be very helpful to us. We will ap- 
preciate it. We will stand in recess until 10 o’clock in the morning. 

(Whereupon, at 5:40 p.m. the hearing was adjourned, to reconvene 
at 10 a.m. Wednesday, December 9, 1959.) 
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WEDNESDAY, DECEMBER 9, 1959 


U.S. SENATE, 
SuBcoMMITTrE ON ANTITRUST AND MoNopPoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:18 a.m., in the cau- 
cus room, Old Senate Office Building, Senator Estes Kefauver pre- 
siding. 

Peemet : Senators Kefauver (presiding), Hart, and Wiley. 

Also present : Senator Clifford Case of New Jersey. 

Paul Rand Dixon, counsel and staff director; Donald P. McHugh, 
counsel; Peter N. Chumbris, counsel for minority ; Theodore T. Peck, 
special counsel for minority; Nicholas N. Kittrie, special counsel for 
minority; Horace L. Flurry, assistant counsel; Joseph C. Golden, 
attorney; Ed Dupree, attorney; Dorothy D. Goodwin, attorney; Dr. 
John M. Blair, chief economist; Dr. E. Wayles Browne, Jr., economist ; 
Dr. Irene Till, economist; Herschel Clesner, special consultant; Lu- 
cile B. Wendt, patent consultant; Paul S. Green, editorial director ; 
and Gladys E. Montier, clerk. 

Senator Kerauver. The conimittee will come to order. I think I 
should announce at the present time that the hearing for Monday, 
December 14—at which time the Upjohn people will be here and the 
National Federation of Retired Civil Service Employees represented 
by Mr. Frank Wilson—will be held on Saturday, December 12, in- 
stead. 

To introduce the witnesses today, the distinguished Senator from 
New Jersey, Senator Clifford Case, is present. 

Senator Case? 


STATEMENT OF HON. CLIFFORD CASE, U.S. SENATOR FROM THE 
STATE OF NEW JERSEY 


Senator Case. Mr. Chairman, members of the committee, it is a 
very great pleasure for me to present to you as, I believe, your first 
witness today a constituent of mine, representing a corporate con- 
stituent of mine from my hometown of Rahway, N.J. 1 am not. an 
expert in the field which you are investigating. But I do want to sa 
that Merck & Co. has been a fine citizen of our town and that this 
man, John Connor, president of Merck, is one of my old friends, a 
person whose veracity, whose social consciousness, whose concern for 
doing a job not only in a narrow sense for a company or an industry 
but for humanity, is as great as anybody’s I know of. 
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This is the second time I have had the honor of presenting Mr. 
Connor to a committee of the Senate this year. Representing his 
industry, he testified on behalf of the Hill bill which I think you, 
Mr. Chairman, and I believe the Senator from Wisconsin, and I and 
many other Senators cosponsored for an international medical re- 
search program. ‘This bill passed the Senate and is now pending in 
the House. Mr. Connor at that time presented an admirable state- 
ment for a worthy bill, and I am confident that his testimony before 
your committee will be not only completely reliable but also of great 
value to the committee and to the country. 

It is a pleasure for me to present him to you today. 

Senator Kerauver. Thank you very much, Senator Case, for com- 
ing to be with us. We also have a telegram from Senator Harrison 
Williams speaking highly of Mr. Connor and the Merck Corp. It 
will be made a part of the record at this point. 

(The telegram follows :) 


PLAINFIELD, N.J., December 6, 1959. 
Senator Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 

DEAR Mr. CHAIRMAN. I sincerely regret that other Senate business commit- 
ments prevent my attendance at your committee meeting. 

I would have appreciated the opportunity to appear before your committee 
to personally introduce John T. Conner to you and the members of your com- 
mittee. As you know, Mr. Connor is the president of Merck & Co., Inc., one of 
New Jersey’s major industries. 


In New Jersey, we are proud of John Connor, not only because of his outstand- 
ing record of Government service as General Counsel to the Office of Scientific 
Research and Development, as counsel to the Office of Naval Research and as 
special assistant to then Secretary of the Navy Forrestal, but also for his 
leadership of a corporation which has made many significant contributions in 
the field of medicine, through expanded research and development. 

During his tenure as president of Merck Corp., he has made a positive and 
fruitful effort to meet Soviet competition in the medical-propaganda battle 
throughout the world. Merck’s new plant in Thailand is but one of many 
examples of this company’s efforts to meet the threats to all of us of Soviet pres- 
sures on the free but undeveloped nations of the world. 

Sincerely, 
HARRISON A. WILLIAMS, 
U.S. Senator, New Jersey. 

Senator Keravver. It had been my intention to announce on Mon- 
day that there would be a separate series of hearings for discussion of 
industry problems generally. I wish to say now that the statements 
should be briefer and to the point on the subject of corticosteroids, 
which is the product that we are discussing. 

We are now confronted with a statement by Mr. Connor which is 23 
pages long. Mr. Connor has brought a number of other distinguished 
witnesses, including Dr. Kendall and Dr. Hench, Nobel Prize win- 
ners, who are to be complimented highly for their great work in the 
development and use of cortisone, whom he wishes to testify during 
the main part of his presentation. I had planned to ask Mr. Connor 
to summarize his statement and then ask him some questions before 
the other witnesses testify. But if you can summarize your statement, 
Mr. Connor, and the others can summarize theirs, and as you said you 
thought you could finish in 1 hour, we will let you proceed in your own 
way. 
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STATEMENT OF JOHN T. CONNOR, PRESIDENT, MERCK & CO., INC., 
RAHWAY, N.J.; ACCOMPANIED BY DR. PHILIP S. HENCH, 
DR. EDWARD C. KENDALL, DR. AUGUSTUS GIBSON, AND EUGENE 
L. KURYLOSKI 


Mr. Connor. Mr. Chairman, I would like the record to show that 
this investigation, in our opinion, is a most serious one for the company 
of which I am president. The very fact that these hearings are being 
held and that Merck & Co. is substantially involved in itself raises 
some serious presumptions in the public mind that would be damaging 
to it. 

Conceivably this committee could bring in legislative recommenda- 
tions which deal with the very important and delicate scientific and 
economic mechanism which has been productive of great benefits to 
public health. 

I would be remiss to my company, to the Congress, and to the public 
if I didn’t insist that these facts available to those of us who are testi- 
fying before you on the subject of these hearings be fully heard. I 
respectfully submit that this committee should not undertake a seri- 
ous investigation of this vital topic, extract from our files over a period 
of 6 months a vast quantity of materials, submit this company’s affairs 
to full public scrutiny over a 2-day period, and then deny us the right 
to present the facts and points of view we honestly believe you must 
understand fully if you are to deal fairly. 

Senator Krerauver. Just a minute. Nobody is suggesting that Dr. 
Kendall and Dr. Hench and Dr. Gibson not be heard fully. We want 
to give you the fullest chance to testify. We will stay with you as 
long as they are willing tostay. That is not the question. 

We had scheduled two other physicians for this morning whom I 
had hoped could be through by tomorrow noon, It was my thought 
that Dr. Kendall and Dr. Hench and Dr. Gibson would like to testify 
after they had heard the testimony of these other witnesses. 

Mr. Connor. Mr. Chairman, that is a surprise to me because in 
scheduling these hearings you said that I would have 2 full days, and 
I have prepared the situation accordingly. I don’t think you can 
really understand enough about this to ask these questions until 
you have heard our affirmative case. 

We have prepared it weekends, nights, ever since we heard from 
you, and it is all in one piece really, sir. 

Senator Kerauver. Mr. Connor, you have said that you will do your 
best to make your major presentation in 1 hour, and Dr. Hench and 
Dr. Kendall and Dr. Gibson would come later, so let’s get started. 

Mr. Connor. All right, sir. My name is John T. Connor, as Sen- 
ator Case has so kindly informed you, and my home is in Summit, N.J. 

I have been president of Merck & Co., Inc., Rahway, N.J., since 
September 1955 and an employee since early in 1947. 

Before coming to Merck I worked for the Federal Government in 
various capacities for about 5 years, during and right after World 
War II: As General Counsel of the Office of Scientific Research and 
Development, as Marine Corps air combat intelligence officer on 
active Yuty in the Pacific, as first counsel of the Office of Naval Re- 
se and finally, as special assistant to Secretary of the Navy James 

‘orrestal. 
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Since then I have served the Government several times in an ad- 
visory capacity and at present am a member of the National Advisory 
Heart Council of the National Institutes of Health. 

Sir, knowing the great football teams that Tennessee has had for 
many years I hope that I can also add that when I was in college at 
Syracuse University I was a football manager, and although we 
didn’t have a team like the Sizable Seven and the Formidable Four, 
this year’s national champions, we did have a good team even in 
those days. 

Senator Kerauver. Syracuse did mighty well this year. Tennessee 
started out very well but petered out at the end. 

Mr. Connor. These things change very rapidly as you know. 

Some months after I left Washington—— 

Senator Kerauver. There is real competition in football and we 
are anxious to see whether there is real competition among the big 
drug companies. 

Mr. Connor. Well, sir, the East. came back and I think Ill show 
you during this hearing that after Merck got knocked back on his 
ears in the early rounds we will come back, too. 

Some months after I left Washington to join the Merck legal staff 
my curiosity was aroused by the large number of patent applications 
on various steriod compounds we were preparing for a 30-year-old 
chemist, Dr. Lewis H. Sarett. I asked one of the Merck senior 
chemists what it was all about. I still remember his answer. Let 
me paraphrase it. 

This young man, Sarett, thinks he can do what some of the world’s 
best chemists, like Reichstein and Ruzicka of Switzerland have been 
trying to do for years without success. 

In 1944 he succeeded in synthesizing an important adrenal cortex 
hormone known as Kendall’s Compound E. 

But all he could make was just enough for the human eye to see. 
Now he’s trying to work out a practical method of synthesis. 

It is one of the most. complicated and involved chemical problems 
that the mind of man has ever undertaken. More than 40 separate 
steps are involved, starting with some very unpleasant acids extracted 
from the bile of cattle. Even if you start with hundreds of pounds of 
the original material, you end up only halfway through the synthesis 
with practically nothing. 

But supposing he succeeds in devising a method for making enough 
compound E to try out on a few human beings—which I doubt— 
what has he accomplished ? 

Nothing of any practical value. No one has figured out a possible 
use for EK except perhaps in Addison’s disease, which is so rare it’s 
hard to see how the company could spend the money to build a plant 
to produce the tiny quantities of the compound we could sell. 

Yet, a short time after that conversation, the improved process Dr. 
Sarett had worked out with the aid of Dr. E. C. Kendall of the Mayo 
Clinic had succeeded. Using it, a Merck development chemist, Dr. 
Jacob van de Kamp, was able to produce a laboratory batch. That 
first. batch took 2 years and 20 days from the beginning of the process 
to the end and it weighed exactly one-half a gram. The equivalent of 
11% aspirin tablets, or about as much as a good deep breath. 
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But it was the beginning of laboratory production of compound 
E—soon to be known the world over as cortisone. Today cortisone 
and its derivatives are being used effectively against more human 
diseases than any other class of chemical compounds. 

Mr. Chairman, as I look back now, 12 years later, on what that 
chemist told me that day—even with the advantage of 20-20 hind- 
sight—I have to agree with his diagnosis. Like the proverbial 
ee young Dr. Sarett was in the dark hall looking for a 

lack cat that most people thought just wasn’t there. 

Despite this skepticism, no one with authority in the aes 
would have thought of stopping Dr. Sarett. Both Dr. Randolp 
Major, then head of our research laboratories, and the late George 
Merck, then president of our company, had spent their lives encourag- 
ing scientists who believed they could achieve what others had aban- 
doned as impossible. Without that kind of encouragement, the world 
might not yet have cortisone. And, I might add, without that kind 
of encouragement, neither Merck nor the pharmaceutical industry 
would be what they are today. 

This, as I see it, is the heart of the matter we are exploring here. 
The secret of the success of our company is the delicate partnership 
we have been able to develop over the years between the quest for 
scientific knowledge on the one hand and the drive for financial suc- 
cess on the other. 

I hope today, Mr. Chairman, to be able to transmit to your com- 
mittee some of the insight I have gained into that relationship during 
my 12 years at Merck. For on that delicate partnership, I believe, 
depends the future ability of our company and others to find new 
and effective drugs to alleviate suffering, to cure disease, and to post- 
pone death. 

Cortisone was just such a drug. Three men received the Nobel 
Prize for their work in developing it—Drs. E. C. Kendall and Philip 
S. Hench of the United States and Prof. Tadeus Reichstein of 
Switzerland. 

Two of them are here today. When they read about Merck’s par- 
ticipation in these hearings, Dr. Hench and Dr. Kendall both got in 
touch with me and volunteered to appear with me to tell this com- 
mittee the cortisone story themselves. 

I believe it is very important for members of this committee to hear 
their account of the development of cortisone. This investigation, a 
serious one for the industry concerned, for the committee and for the 
general public could result in legislative recommendations which deal 
with a very important. and delicate scientific and economic mechanism. 

An understanding of how this mechanism works from the point of 
view of the creative scientists, such as Dr. Kendall and Dr. Hench is 
a prerequisite, it seems to me, to any considered report and recommen- 
dations from this committee, 

So, with your concurrence, Mr. Chairman, I’d like to introduce 
Nobel Laureate and world famous chemist Dr. Edward ©. Kendall. 

Since his retirement from the Mayo Clinic in 1952 Dr. Kendall has 
been with the Forrestal Research Center of Princeton University and 
has honored us by accepting a part-time consultantship with Merck. 
He will describe to the committee some of the chemical work that led 
to the discovery of cortisone and his scientific partnership with Merck. 
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I would like to introduce for the record at this time some biographi- 
cal material about Dr. Kendall and introduce him to you. 

Senator Krerauver. Mr. Connor, we will be glad to have Dr, Ken- 
dall’s testimony. 

Let me make it clear that nobody wants to take any credit away 
from Merck or these great researchers for their outstanding scientific 
work, for the tremendous contributions that have been made to science 
and for the help that has been given to people who are stricken with 
arthritis or rheumatism. The problem that we are interested in is 
whether this scientific progress is being passed on in the form of lower 
prices to the people who need the drugs, whether there is a sufficient 
or real competition between the big drug companies, whether the pat- 
ent process is being used to squeeze out the little fellow. We all 
acknowledge the outstanding scientific ability of these men and pay 
tribute to them for the contributions that they have made, but to us 
that is not the heart of the matter. The heart of the matter that we 
are investigating are these other subjects that I am talking about. 

We will now hear from Dr. Edward C. Kendall. We are glad to 
have you here with us, Dr. Kendall. 

Dr. Kenpatu. Mr. Chairman, members of the committee, the devel- 
opment of cortisone began in 1929 when Swingle and Pfiffner in 
Princeton and Hartman and coworkers in Buffalo announced the 

reparation of an extract of the adrenal cortex which could maintain 
fife in animals after removal of the adrenal glands. 

In the language of 1959, this was a breakthrough. Something be- 
yond what had been possible. 

The mystery which surrounded the adrenal cortex for centuries was 
reduced to a problem in chemistry. What is the nature of the com- 
pound essential for life? Hartman and Brownel suggested the name 
‘cortin” for the new compound. 

After 10 years of intensive research it was shown that no single com- 
pound could be designated “cortin.” No less than two compounds 
were required, one to influence the use of salt in the body and the other 
to regulate the formation and use of glucose, the contraction of muscle, 
resistance to stress and many other functions. A group of four 
crystal-line compounds designated A, B, E, and F which had been 
isolated from the adrenal cortex were accepted as useful agents and 
of these, compound E was one of the most abundant and most active 
of the hormones of bovine adrenal glands. 

I have the chemical structure of compound E before you. 

These results came through the efforts of several different. labora- 
tories and many workers. In this short review it is not possible even 
to mention all of their names. 

Interest in the adrenal cortex and especially in compound E in- 
creased and in the spring of 1941 a meeting was held at Yale Univer- 
sity to discuss the use of the hormones of the adrenal cortex in clini- 
cal medicine. A member of the Medical Corps of the Navy was pres- 
ent and we knew that the Armed Forces would look to this committee 
for guidance. 

In October 1941 a working committee was formed under the Na- 
tional Research Council with the large-scale preparation of compound 
E as its objective and sole purpose. At that time there were three 
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topics at the top of the list of priorities of the NRC. First, com- 
pound E; second, penicillin; third, antimalarial agents. The adrenal 
cortex was in the spotlight but as we look back on this program it 
now seems audacious, in the sense of fearless, disdainful of ordinary 
restraint. No one realized the complexity of the problem or the years 
of research that would be required. ‘ ‘he project was justified as a 
war measure, but the work could not be completed before the war was 
over. 

After 2 years and 9 months the committee was disbanded. Com- 

und E had not been made available but much important research 
nad been carried out. Attempts to prepare compound E were aban- 
doned by all members of the committee except Merck & Co., and 
my laboratory at the Mayo Foundation. 

On a cold frosty morning early in 1944 I met the train which 
brought Dr. Randolph Major, director of research at Merck & Co. 
to Rochester, Minn. He had come to discuss the preparation by 
Merck & Co. of compound A by a new method which had been devised 
in my laboratory. ‘The chemical structure of compound A is identical 
with that of compound E except A has one less atom of oxygen than E. 

I would like to show you. This is the atom of oxygen that dis- 
tinguishes A from E. In all other respects they are identical. 

The plan was to make compound A and then find a way to add an 
atom of oxygen and thus prepare FE. 

There was another reason why it seemed best to prepare compound 
A before spending further efforts to make E. No one could be certain 
whether A would be almost or perhaps fully the equivalent of FE. 
If so the answer would be just that much simpler. A group of men 
at Merck & Co. were assigned to make compound A under the leader- 
ship of Dr. Jacob van de Kamp and S. M. Miller. They were care- 
ful, skillful, and efficient but almost 2 years passed before they com- 
pleted their task. It was then December 1945 and as the coveted goal 
was reached there were congratulations and broad smiles. This suc- 
cess with the chemical problem opened wide the door for a test of the 
physiological activity of compound A. Everyone believed that this 
examination would be passed with equal satisfaction, and that the time 
for wide publicity had arrived. : “> ial 

The annual meeting of the Federation of Biological Societies was 
to be held in March 1946 at Atlantic City. An announcement was 
contained in the program that a session on the large-scale preparation 
and physiologic activity of compound A would be held on the day 
preceding the meeting. The session on compound A was well at- 
tended. There was no question about the chemical results; the yields 
of our intermediate steps had been uprevet: What was of most 
interest to the audience and particularly to Dr. Major and his asso- 
ciates in Merck & Co. concerned the clinical results. These were 
limited but all were in agreement with the conclusion of Dr. E. J. 
Kepler of the Mayo Clinic. 

ie had found That in the treatment of Addison’s disease (that is a 
deficiency of adrenal activity) compound A was without value. His 
results, based on the use of 200 milligrams of compound A for a daily 
dose, were made more significant and irrevocable since he had tele- 
phoned to the Mayo Clinic within the hour. As we waiked out of the 
municipal auditorium Dr. Knorad Dobriner remarked to me, “This 
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meeting never should have been held. Now no pharmaceutical com- 
pany can be persuaded to try to make compound E.” 

March 1946 was a low point in the doveltipamans of compound E 
but Dr. Dobriner’s prediction was not substantiated. Merck & Co. 
decided to go on and attempt to make compound E in spite of the 
failure with compound A. 

Before the end of 1944 Dr. Lewis Sarett in the laboratory of Merck 
& Co. had synthesized compound E for the first time by rearrange- 
ment of another steroid. This was important for it was convincing 
proof that E could be made but it was not the full answer because 
the method which he used could not be employed for large-scale 
production. 

More research was required and after 18 months of sustained effort 
a method was devised by which compound E could be produced in 
larger quantities. ; 

That 18 months involved the addition of the oxygen at this position 
and the development of a method to put the double bond in this po- 
sition. 

Essential contributions were made both by Mr. Sarett and by my 
laboratory. 

The first small trickle of compound E became available in April 
1948. Dr. Major was eager to start investigations in the field of 
clinical medicine and without delay arranged a dinner meeting on 
April 19, 1948, in New York City. The guests included some of the 
top echelon of American clinical investigators. I entered that confer- 
ence with suppressed emotion and with hopeful expectations that this 
meeting woud mark the end of the long road which we had traveled 
since 1930. These expectations were not realized. As the evening 
progressed it seemed to me that the atmosphere passed from cool to 
frigid. 

No one seemed interested in compound E except for treatment of 
Addison’s disease on a small scale.. No ray of light could pierce the 
gloom of that gathering. April 29, 1948, for me, was the low point of 
the entire investigation of the adrenal cortex. Whether the failure of 
compound A had produced this devastation is a question, but it seemed 
that. Dr. Drobiner’s remark should be changed to: “Now no one will 
be interested in compound E even if it is available.” 

The lack of interest in compound FE which was manifest at the 
conference was in keeping with the attitude of most clinicians. Addi- 
son’s disease was the only obvious condition for use of compound E 
but this disease is rare and was being treated successfully with the 
extract of the adrenal cortex. For almost all physicians that was the 
beginning and end of the matter. The hormones of the adrenal cortex 
were a subject of little concern to them. 

It is possible that this situation could have remained unchanged for 
a long time. Actually it did continue from April 29, 1948, until 
April 20, 1949. On that day the announcement was made at a staff 
meeting of the Mayo Clinic that since September 21, 1948, compound 
E had been used successfully with a group of patients to relieve the 
pain and other symptoms of rheumatoid arthritis. In June 1949 a 
paper was read at the Seventh International Congress of Rheu- 
matologists held in New York City. At this congress compound E 
was designated cortisone. Overnight, as it were, cortisone was found 
to be effective in a hundred or more clinical syndromes. 
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At this point the Research Corp. of New York helped to resolve 
some important problems concerned with patents and licenses to 
manufacture cortisone. The Research Corp. became interested in 
project E in my laboratory in 1941 and from that time has been of 
constant help, financially and otherwise. It is still intimately in- 
volved in the problems that have arisen concerning the manufacture 
and sale of cortisone. 

After that eventful day, September 21, 1948, when the first. dose of 
cortisone was given for relief of rheumatoid arthritis, for many 
months there were two busy places in the United States. One was at 
Rochester, Minn., the other at Rahway, N.J., At the Mayo Cliniceach 
one of a group of 28 patients who had rheumatoid arthritis was 
studied intensively. More than once the supply of compound EK was 
all but gone, and it was necessary to meet the 10:30 p.m. plane for a 
shipment of the hormone. We were pioneers on a new frontier. 

At Rahway there was great pressure to expand production of com- 
pound E. The demand for the hormone was of record proportions; 
the supply of cortisone was measured in grams. ‘To enlarge a proce- 
dure 50 or 100 times involves new apparatus which must be installed, 
new men who must be trained, and research to shorten the time re- 
quired. The division of developmental research under the guidance 
of Dr. Max Tishler carried this responsibility; within a matter of 
months cortisone became available. This was a great achievement. 

It had cost a fortune to produce the first 10 grams of compound EK, 
but on the market it was without value. The same hormone with the 
designation cortisone was sold for $200 a gram. 

In retrospect, the development of cortisone followed a path which 
was straightforward and logical. From the isolation of compound E 
in 1935 to the production of cortisone on a large scale each advance 
seems to be a natural sequence which was inevitable. But there are 
two steps which were not at all certain. The first is the production of 
compound A. Had this attempt failed for any one of many reasons, 
it is doubtful that Merck or any other company would have continued 
to be interested in the hormones of the adrenal cortex. 

The other step was the first use of compound E in relief of rheuma- 
toid arthritis. This was not by chance. Instead it was the culmina- 
tion of a research problem in clinical medicine which had been carried 
on by Dr. Hench. The date happened to be September 21, 1948, but 
that was because that day was the first time that a suitable patient and 
compound E were both available. 

The disease, rheumatoid arthritis, had been studied closely by Dr. 
Hench for many years. Gradually, he came to believe that instead of 
being relentlessly progressive this disease may be potentially reversi- 
ble. He suggested the possibility that some agent, “substance X,” 
could bring about this effect. At a conference in January 1941, Dr. 
Hench and I reached the decision to use compound E as soon as it 
became available. Perhaps E could act in the same manner as the 
hypothetical “substance X.” This decision was recorded in Hench’s 
pocket notebook, but we'did not know then that almost 8 years would 
elapse before this possibility could be tested. 

When the first patient was treated the result was dramatic and 
convincing. But this was a matter of good fortune. The patient 
might have been one who was slow to respond; we could have used too 
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small a dose. The crystals of E could have been too coarse to have 
been absorbed satisfactorily. Any one of many reasons might well 
have caused a failure. It is certain that the shenidinnte activity of 
compound E would have been discovered, by someone, at some time, 
but in that event the team of Hench, Slocumb, Polley, and Kendall 
would not have existed. 

The most important reason why this team of investigators was suc- 
cessful was, simply, Merck & Co. 

The nature of “cortin” could have been shown, the chemical struc- 
ture of compound E could have been established and a method for its 
synthesis could have been devised, but unless this hormone had been 
made available on a large scale these achievements in chemistry would 
have remained as so many facts confined within a textbook. 

The preparation of cortisone on a laboratory scale preceded know]- 
edge of its usefulness. Such a situation could arise only through the 
foresight and courage of those who directed the destiny of Merck 
& Co. 

On behalf of all those who have helped with cortisone, may I say: 
“Well done.” 

(Biographical material about Dr. Kendall may be found on p. 8460.) 

Senator Kerauver. Dr. Kendall, we compliment you upon a very 
fine statement and on your outstanding scientific research work. 

I know that all sufferers from rheumatoid arthritis are grateful 
to you for the contributions you have made. 

Allright, Mr. Connor. 

Mr. Connor. Thank you very much, Mr. Chairman. 

Now, I would like to introduce Nobel laureate, Dr. Philip S. Hench, 
of the Mayo Clinic, who will describe for the committee the enormous 
change in the treatment of rheumatoid arthritis brought about by 
cortisone, the part he played in it, and his relationship during that 

eriod to Merck, and I would like to submit also for the record 
iographical material about Dr. Hench. 

Thank you. 

Senator Kreravuver. Let the biographical material be printed in the 
record. 

(Biographical material about Dr. Hench may be found on p. 8462.) 

Senator Kerauver. Dr. Hench, proceed. 

Dr. Hencu. Mr. Chairman and members of the committee, my name 
is Dr. Philip Hench, of Rochester, Minn. For 35 years I have been 
on the staff of the Mayo Clinic. Since 1924, I have been the head of 
the department for rheumatic diseases. 

Some of you may wonder why: 

Senator Kerauver. Do you have a copy of your statement for the 
reporter? 

Mr. Connor. As you requested, Dr. Hench is going to summarize 
the statement that was available before, but I think he can give this 
statement to the reporter afterward. We will be glad to make it 
available. 

Mr. Hencu. I am shortening it, sir. 

Senator Kerauver. Very well. 

Dr. Hencn. Some of you may wonder why the rheumatic diseases 
are the oldest that we know of in the fossil remains of humans and in 
animals, yet rheumatology is our newest science, Actually, modern 
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clinical rheumatology is only about 45 years old. It has been sug- 
gested that the reason so little headwa, tua been made over the cen- 
turies in behalf of rheumatic patients has been that none of the “top 
brains” among medical men have seen fit to tackle the problem of 
rheumatism; it isn’t dramatic and, presumably, it doesn’t kill, Actu- 
ally, certain types of rheumatism do kill many people. 

In the last century particularly, when the great internists, the 
great clinical physicians of Europe and America were not specialized, 
most of them did “tackle” the rheumatic diseases, at one time or 
another. Many of them wrote one paper thereon, then no more. 

That is not said to measure their ignorance; instead, it measures 
the tremendous complexities involved in the problem of rheumatic 
diseases. 

You will realize, I believe, how complex this problem is when I 
tell you that there are now, despite the centuries of study of this 
disease, only three outstanding programs of treatment for rheumatoid 
arthritis. 

The first, or “program 1,” is hundreds of years old. It involves 
the use of physical therapy such as heat and massage (as practiced 
through the centuries), plus the latest available analgesics to relieve 
= This program 1 is of definite, but limited value. Unfortunately, 

ause its effects are so slow, patients get very impatient and usually 
drop all or parts of it long before they should. 

Program 2 is of more recent duration: Chrysotherapy or the use of 
gold salts. This was begun in Europe about 1924. It is helpful to 
some patients, but marked, more or less complete remissions occur in 
only 10 or 15 ~ of the patients. Because many rheumatoid 
patients don’t do well on either of these programs, their disease is 
certainly not stopped, and we have therefore been in great need of 
something better. 

For centuries physicians have regarded rheumatoid arthritis (the 
worst rheumatic disease) as irreversible, relentlessly progressive, 
and usually crippling. 

That was my belief until April Fool’s Day in 1929 when I was 
asked to see a patient presumably because of his rheumatoid arthritis. 
But he had just developed acute liver disease and yellow jaundice. 

I said, “Where is the rheumatoid arthritis you’re supposed to have?” 
He replied, “I’ve had it for years, and I had it last week, but when 
the jaundice came on the arthritis disappeared, apparently overnight.” 

That seemed to me to provide an important clue. In the next 5 or 
6 years I found and studied other such cases very carefully, then 
tried to reproduce the effects of jaundice on arthritic volunteers. 
But I had no success at all, just one failure after another. 

Fortunately, at that time I remembered another phenomenon, one 
that some of us saw from time to time but disregarded, The phenom- 
enon: When rheumatoid women became pregnant many, if not most 
of them, got marked relief during most of the pregnancy, and then 
the disease comes back. Here was a second important clue. I studied 
it closely for 4 or 5 years, and concluded that basically the two 
phenomena might well be identical. If so, jaundice and pregnancy 
were not really the essential factors. The antirheumatic substance 
was, I surmised, some powerful agent present in the normal bodies of 

35621—60—pt. 1418 
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both men and women, especially present, perhaps, during pregnancy 
or jaundice—possibly a big sexual hormone. 

Continuing my investigations, I would discuss them from time to 
time with Dr. E. G. Kendall who thus became my chief collaborator 
as we tried to figure out what my antirheumatic substance X might 
be. 

In January 1941, as Dr. Kendall told you, we came to the point of 
deciding that compound EK was as good a possibility as any and that 
we should use it whenever we could. But 7 more years were to elapse 
before we could obtain any of it. 

You know, I think, what happened when we first used it in Sep- 
tember 1948. It changed the outlook markedly not only for rheu- 
matoid and other arthritis patients, but for many, many others. 
Cortisone (compound E) is now used as the treatment of choice in 
about 35 conditions, and the supplement or remedy No. 2 in about 40 
conditions. 

With regard to the effects, although many of you have read about 
them, and seen them in articles, only a patient can really appreciate 
what cortisone can do for responsive persons. 

Senator Kefauver, I have asked the eighth rheumatoid patient 
ever to receive cortisone to be here this morning. May I ask Dr. Ira 
Cummings, a physician of Polaris, Mont., to stand ¢ 

Dr. Cummings, will you stand, please, sir? 

If any of you want to ask him questions now or later today, he is 
available. 

The effect of the cortisones on Dr. Cummings has been very satis- 
factory, and we only had a very limited amount to give him. 

I have photographs of him, also a short movie that takes about 4 
or 5 minutes; if you should want to see it later today we can make it 
available. It will show how Dr. Cummings was disabled in 1948 be- 
fore his first cortisone; it. will show closeups of his hands, how painful 
they were when he used them, how tender when pressed upon. Then 
you will see the reduction of swelling produced by the cortisone 
practically to normal. Soon we discontinued the injection of corti- 
sone because at that time we had so little. You will see the rapid re- 
turn of his swelling and disability. During the time he was on corti- 
sone he lost all of his swelling and stiffness and was able to run, which 
he had not been able to do for months. 

Then we had no more for him, and during the year he had no 
cortisone, his hands developed the deformity which he now has. We 
believe that the lack of cortisone allowed for its development. 

After a year he was able to get more cortisone and since then he 
has had no progression of any rheumatic process. He has been our 
patient on numerous occasions. 

It is, I think, fair to say that cortisone has made a distinct change 
in his life for the better, and although it has not completely cured 
his rheumatoid arthritis it has kept it in abeyance. 

I have admired greatly the work of Merck & Co.: If they had not 

made cortisone, had they not persisted despite difficulties and failures, 
my suggestion of the presence of a mysterious antirheumatic sub- 
stance in the body might never have been validated. 1 would be like 
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some Columbus sitting on the seashore, yelling futilely that the world 
was round, and nothing would happen. 

The work of investigators in scientific research is completely dif- 
ferent from any other that I know of. At times one is dealing with 
ideas for which there are no words. The investigator cannot even 
express them to himself. Thoughts are primarily ¢ *hemic al processes, 
and there are times when such chemical processes can be felt without 
the accompaniment of any appropriate word. Thus whoever hires a 
research man has to have a tremendous amount of faith in him. The 
only way you can judge the research man or the company for whom 
he works is, in my opinion, by the product, by what they do, by their 
actions. 

Mr. Chairman and members of the committee, I am here not to 
speak primarily in behalf of Merck, although I am delighted to ex- 
press my admiration for, and approval of them. I am here for the 
sake of rheumatic patients by the millions. I think I can speak also 
for a large segment of the medical profession, for the many physicians 
and investigators who are most anxious that the creative processes, 
the financial soundness, the investigative policies and practices of 
these companies that have done suc ham: iwnificent job in the last few 
years, should not be impaired. 

Mr. Chairman, cortisone, as we envisioned it 10 years ago, was to 
have two careers. The first was its career as a therapeutic agent; 
this has been highly successful. Despite side effects, these remedies 
are extremely useful. As newer cortisones are made we will be able 
to help more and more patients, and there are thousands of people 
anxiously pinning their hopes on the newer products which these 
companies must be allowed to make. 

Cortisone’s second career is yet to develop. We must use the corti- 
sones as tools for research to uncover the processes that cause these 
(liseases. 

As a result of my own further investigations, I believe that corti- 
sone is related fairly closely to the development of certain rheumatic 
and collagon inflammations. I believe further that, using natural and 
synthetic cortisone and ACTH as tools for our investigations, we 
have an excellent chance of solving some of the problems of the 
rheumatic diseases within the foreseeable future. 

May I end by bringing the problem of sickness or health down to 
a personal level. I had two little sisters who lied, unfortunately, of 
diseases that could have been cured by antibiotics. I don’t want ‘such 
a thing to happen again, perhaps, to my two little granddaughters. 
It might very well be that their lives, my life, the life of anyone here 
could depend, 5 or 10 years from now, on what one of ‘these ex- 
perienced companies soon decides- -whether or not to go ahead with 
anew venture for the sake of another new form of therapy. 

Thank you, sir. 

Senator Kerauver. We thank you very much, Dr. Hench. We 
congratulate you upon the contributions you have made to the treat- 
ment of rheumatoid arthritis by cortisone. 

We know the high reputation of the Mayo brothers with whom 
you are associated. 

Mr. Connor, will you continue? 





8024 ADMINISTERED PRICES 


Mr. Connor. Mr. Chairman, I should like now to introduce Dr. 
Lewis Sarett of the Merck, Sharp & Dohme Research Laboratories, 
whose synthesis of cortisone made possible the great medical] dis- 
coveries by Dr, Hench and other physicians. 

Dr. Sarett does not have a statement but I would like to submit 
for the record, with your permission, sir, the chart that shows the 
complicated chemical synthesis of cortisone that has such a historic 
importance. 

Senator Kreravver. Is that attached to your statement ? 

Mr. Connor. No, sir; but it is on the board over there and we 
have copies of it which we would like to submit for the record. 

Senator Krravuver. Very well, we will make that exhibit 29. 

(Exhibit No. 29 faces this page. ) 

Senator Keravver. We are glad to have you with us, Dr. Sarett. 

Mr. Connor. The two scientists you have heard have described the 
birth of cortisone and the discovery of its value in rheumatoid arth- 
ritis. However, the committee should understand what is not gen- 
erally understood—that cortisone and the other steroids are used to 
treat a wide variety of illnesses in addition to its highly publicized 
contribution to the control of rheumatoid arthritis. 

One of the best informed men in the country on this subject is Dr. 
Augustus Gibson, medical director of the Merck Sharp & Dohme Re- 
search Laboratories. 

Dr. Gibson has played a historic role in the development of corti- 
sone and its derivatives. 

He has been in charge of the clinical investigation of the cortical 
steroids ever since cortisone’s predecessor, Kendall’s Compound A, 
and he has directed Merck’s vast medical education program on corti- 
sone and its successors. With your kind permission, Mr, Chairman, 
I shall now introduce Dr. Gibson and file his statement for the record, 
but as I understand it you would prefer that he give a summary of 
his testimony later in the day. 

Senator Keravuver. Yes. 

Mr. Connor. And that is perfectly agreeable to him and to us. 

Senator Kerauver. Later today or tomorrow. That statement will 
be made a part of the record. 

Weare glad to see you, Dr. Gibson. 

Mr. Connor. I trust, Mr. Chairman, that the testimony of these 
gentlemen has given the committee some insight into the scientific side 
of the partnership that developed the cortical steriods. I shall now at- 
tempt, if I may, to show how the other component—the drive for 
financial success—helps make that partnership work. 

Merck originally became involved in cortical steriods as long ago as 
1933. This was one of the first new fields of investigation that caught 
our interest when we launched our long-term expansion of the com- 
peey research laboratories—a pioneering venture for our then infant 
industry. 

For tie next 15 years we went up one dark hall after another in 
search of a useful steriod that might repay us for all our time and 
effort. 

Not until Dr. Hench, on that fateful day in September 1948, tried 
Compound E on rheumatoid arthritis did we have any reason to hope 
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that the results of our long work, even if successful, would give us 
anything more than a drug that would be helpful in treating Addison’s 
disease. 

Since Addison’s disease claims less than 800 victims a year, it is ob- 
vious that there was no treasure awaiting us at the end of the rainbow. 

Why, then did we do it? The only answer I can give you is his- 
torical. Merck has been in this business for many years. Long ago 
we learned that pharmaceutical research is a scientific and financial 
gamble. It cannot be rigged in advance; you are dealing with things 
that are unknown until you find them. 

You have to pursue the most elusive and often inconsequential goals 
for years on end because you might possibly find a pleasant surprise 
awaiting you when you get there. You have to take failure after fail- 
ure in your stride. 

If you are willing and able to do all these things, then, once in per- 
haps a thousand times, you may achieve success. ‘That success might, 
as in the case of Kendall’s Compound A, be new knowledge for which 
no one can find any use. Or it might, as in the case of cortisone, be a 
great discovery that brings a healthier and happier life to millions of 
human beings. 

In that case, not only will their reward be great; so may yours. 

What rewards, then, did Merck reap from its partnership in the 
discovery of cortisone? Let me detail them, because they will give 
this committee as good an insight into the competitive forces at work 
in our industry as any example I can think of. 

(At this point, Senator Wiley left the hearing room.) 

Mr. Connor. Competition was the inevitable result of a policy 
statement adopted by our board of directors in October 1949 shortly 
after Dr. Hench’s experience with the compound had been revealed to 
the public. This policy statement had three points. 

I should like to quote them verbatim. 

1. Merck should help in all possible ways to make cortisone and other related 
drugs available to the public as quickly as possible in necessary quantities and 
at reasonable prices. 

2. Merck should conduct its activities so as to return to Merck stockholders 
a reasonable profit in relation to the risks undertaken on funds invested in 
cortisone and related developments. 

8. Since the future of cortisone and the field of diseases in which it may be 
effective are still very indefinite, Merck should conduct its activities on as wide 
and flexible a basis as possible, and as part of that broad and flexible program, 
Merck should not attempt to maintain an exclusive position on cortisone. 

In other words, Mr. Chairman, the Merck board decided that the 

ublic’s need of the compound was too great and the problems of 
Raan-eels production too difficult for one company to try to maintain 
an exclusive position. 

As a result of this policy, we made it possible for competitors to get 
into the business, we reduced our prices as fast as we could in the 
early stages in order to develop a substantial commercial market and 
we made sizable capital investments for the production, marketing, 
and research race that was to come. 

By gambling on new plant and equipment at the same time that our 
laboratory engineers were performing miracles in increasing our 
yields, chemical step by chemical step we won the race to produce 
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enough cortisone to meet the tremendous demand that developed al- 
most overnight. Though this helped the American people, our com- 
pany was unable to reap the benefits very long. _ 

We were not equipped to stand up to the marketing race that quickly 
developed, as the figures will show. 

Our marketing statistics show that in 1950 we had 100 percent. of 
the drugstore and hospital market. In 1951 we still had 99.9 percent. 

By 1952 the competition had knocked us down to 76.8 percent. But 
a harder blow came in 1953. That year our share of the market slid 
all the way down to 54.8 percent. That lesson in merchandising was 
one of the factors that led us to merge with Sharp & Dohme, which 
had something we at Merck did not then possess—a fine sales force 
specially trained to service the medical profession. 

The third and final race we had to run is the most important one 
in our industry and the most useful one from the public’s point of 
view. This is the race between the pharmaceutical research labora- 
tories to see which company can first discover an improved drug that 
will do a better job for people and thereby replace the drug that made 
the initial breakthrough. 

As in other industries, our driving force is profits. But unlike 
other industries the single most effective way to earn those profits is 
by making existing products obsolete, including our own. 

We do this through research. The result is a rate of obsolescence 
unknown elsewhere. More than 80 percent of the prescriptions writ- 
ten during the third quarter of 1959 for Merck products could not 
have been written 10 years ago; the drugs had not yet been born. 

As new drugs come out of the laboratories and into the market, they 
first knock down the established products and then knock them out. 
A major discovery, like penicillin and cortisone, will make estab- 
lished drugs obsolete overnight. 

As you can see, Mr. Chairman, in this battle of product obsoles- 
cence, we are waging war with ourselves as well as with our competi- 
tors here and abroad, Our research laboratories are just as busy 
knocking out their ow creative achievements as they are knocking 
ou those of Merck’s competitors. 

How has this research competition been working in the field of 
steroids? All too well, from Merck’s point of view. Since cortisone, 
our company has introduced two major product contributions as well 
as developed many process improvements and special therapeutic 
forms. Unfortunately for us, these two major product developments 
were separated by 7 long years. 

Our first was hydrocortisone, the successful synthesis by Merck 
chemists of what had hitherto been known as Kendall’s Compound F. 

It was a considerable improvement over cortisone and was first 
made available for prescription at the end of 1951. 
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This was a real achievement, as had been cortisone, but the compe- 
tition of the laboratories is relentless. The American people are im- 
patient for better drugs. No reward is given for past performance. 
The only question our company is allowed to answer is this: 

Will Merck make its own drug obsolete or will one of its competitors 
do it first? 

The answer was not long in coming. Squibb was first, with its 
fludrocortisone in 1954. The next year ‘brought prednisone and pred- 
nisolone by Schering, which was then a small company. Upjohn 
brought out methylprednisolone in 1957 and in 1958 Lederle and 
Squibb introduced triamcinolone. These were creations of the labo- 
ratory chemists rather than synthetic copies of nature’s products, like 
cortisone and hydrocortisone. 

Most of them were important improvements and all of them had the 
effect of making our original products more obsolete. 

Let me explain right here in light of yesterday’s testimony about 
the prednisone situation that even the most brilliant scientists can be 
wrong in their concepts. 

Our research scientists were off base for a time in this steroid hor- 
mone field. They had the illusion that synthetic hydrocortisone, 
which is the same as that made in the human body, was the last word 
medically. 

Though we continued our research efforts, for a time, their hearts 
weren't in it. They really didn’t think they could improve on nature 
and uncover a synthetic steroid hormone that could do a better job 
than hydrocortisone. In fact, they made prednisone duri ing that early 
period of illusion, well before Schering, but they put it aside for a 
time. I might add that our competitors have taken our blinders off as 
a result of their own developments. This is a good example of the 
competitive system at work in the field of medical research. 

Going back to my text, sir, struggle though we did by coming out 
with our own brands of many of “these drugs and with new dosage 
forms for different conditions, our share of the total steroid market 
sank and sank. 

In 1958 we hit what I hope will be the bottom—a new low of 17.2 
percent. 

Even more significant, Mr. Chairman, as you can see from chart 1, 
“Cortone,” our brand of the original steroid, cortisone, dropped from 
100 percent of all new prescriptions written in 1950 down to 3 per- 
cent in 1956 and was off the chart asa separate item by 1958. 

Senator Kerauver. Let that chart be exhibit 30. 

(Exhibit No. 30 follows :) 
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Mr. Connor. In other words, if we had rested on our laurels and 
stopped steroid research after we developed cortisone, for all practi- 
cal purposes, we’d probably be completely out of the steroid hormone 
business today. 

If you will teh now, Mr. Chairman, at the last two bars on this 
chart, which show the division of new prescriptions for corticosteroid 
plain tablets in 1956 and 1958, you wil see dramatically how quickly 
new improved products capture the physician’s approval and make 
others obsolete. In 1956 Meticorten, which Schering had introduced 
only the year before, dominated the scene, with 54 percent of the new 
prescriptions—a share almost seven times that of its nearest single 
competitor, Sterane, another brand of prednisolone, introduced by 
Pfizer. 

I would like to point out, sir, in view of the testimony previously 
about. 3 companies dominating the situation, that in that year 1956 
Merck, which was the company originally to go into this field, was not 
one of the first three. The same holds true in 1958. 

By 1958, the place of Meticorten and Sterane in the leadership posi- 
tion had been taken by three completely new products which together 
won more than 50 percent of the new prescriptions—Squibb’s Kena- 
cort, Upjohn’s Medrol and Lederle’s Aristocort. Again Merck is not 
one of the first three. 

We hope, of course, that our new drug, dexamethasone, which is 
about 35 times as potent as cortisone and has other medical advantages, 
will enable us to recapture a more reasonable share of the market. But 
Schering came out with the same compound only a few weeks after we 
introduced our brand, Decadron, late in 1958 and Ciba had its own 
dexamethasone on the market a few months later. 

There is no guarantee that:someone else’s laboratory somewhere in 
the world will not discover an even newer drug that will obsolete 
every steroid now available. This is exactly what Merck is trying to 
do and I should like to say a word about this before I close. 

But first, Mr. Chairman, I would like to show the committee the 
full scope of the competition in which we find ourselves. Today there 
are 29 companies offering steroid products for prescription by the U.S. 
medical profession. Since the relative position of these companies in 
the market keeps changing almost from month to month, I have listed 
them alphabetically : 


Alcon Organon 
Allergan Parke, Davis 
American Pharmaceutical Pfizer 

Arlington Premo 

Ayerst Reed & Carnrick 
Burroughs Wellcome Robins 

Central Roche 

Ciba Schering 

Dome Smith Dorsey 
Geigy Squibb 

Lederle U.S. Vitamin 
Maltbie Upjohn 
Massengill Wyeth 

MeNeill Warner Chilcott 


Merck, Sharp & Dohme 


In the testimony the other day I heard about a new one I hadn’t 
heard about before called Nysco. 








8030 ADMINISTERED PRICES 





This competition gets fiercer every year as new firms join in the 
battle; 12, or almost half of the 29 companies, were not selling any 
steroids at all only 2 years ago. Lederle, which was not even on the 
list in 1957, jumped from nowhere into fourth place the following 
year by capturing 11 percent of the market with one new drug, Triam- 
cinolone. 

May I revert now once more to our board’s statement of policy on 
steroids, particularly to the objective of making steroids available “at 
reasonable prices.” Please keep in mind that this statement of policy 
was a private document for company guidance, not handsome words 
for public consumption. It has been private for 10 years until today. 
What have we done during those 10 years to make it effective ? 

Our introductory price for cortisone in 1949 was $200 a gram. This 
price was about enough to reimburse us for our out-of-pocket expenses 
on the product at the time. We reduced that price very rapidly for 
the first 3 years, as we were able to make improvements in production 
efliciency. By the middle of 1952, we had reduced it eight times to 
a low of $20 a gram, a reduction of 90 percent. 

Starting with the original price in July 1949, because of improved 
yields we were able to reduce the price in December 1949 to $150 a 
gram. On March 1, 1950, we brought the price down to $135, and on 
May 1, 1950, to $110. 

At this time distribution was expanded pursuant to Food and Drug 
Administration release for sale directly to AMA approved hospitals. 

In July, the price was lowered to $95 per gram, and on August 8, 
1950, to $50 per gram. Beginning in October 1950 the product. was 
cleared by the Food and Drug Administration for distribution 
through wholesalers and retailers. The initial price at the beginning 
of this period was $28 per gram. In April 1951, with further im- 


proved yields, Merck reduced the price to $24 a gram, and again to- 


$20 per gram in October 1951. 

All eight price reductions were initiated by Merck. All eight were 
made not under the pressure of competition, but to help develop a 
broad commercial market, which accomplished the company’s stated 
policy to make steroids available “at reasonable prices.” 

When our steroid specialities were turned over to our Merck, Sharp 
& Dohme Division in late 1953, prices had deteriorated seriously and 
our share of the total steroid market had been cut in half by the dif- 
ferent and obviously superior marketing and promotion techniques of 
our competitors. 

Intense price competition continued. Our actual price to Govern- 
ment purchasers, hospitals, and retailers were cut in varying amounts 
below list prices under the impact of competition. I am told that 
our files contain multitudes of reports of competitive offerings at 
lower prices and in the form of free goods and other concessions, many 
of which we felt it necessary to meet. Mr. Eugene L. Kuryloski, the 
director of sales and marketing of our Merck, Sharp & Dohme Divi- 
sion, is here to answer specific questions you might have on this 
subject. 

When in late 1958 we at Merck finally had our improved steroid, 
dexamethasone, we felt we had the means to break back into the mar- 
ket and recapture our former position of leadership. We decided to 
enter the market in a way to make the greatest impact on the medical 
profession and trade, and to encourage the widest possible use of our 
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improved product. We, therefore, introduced dexamethasone at a 
‘atalog price of 10 percent below the then current market price for 
prednisone, prednisolone, and the prednisolone derivatives, included 
it. in our quantity discount schedules so that the retail druggist could 
get new and additional quantity discounts up to 10 percent, and at 
the same time launched a vigorous promotional campaign. 

I understand, Mr. Chairman, that this committee is deeply in- 
terested in the relation between prices and inflation. The record 
shows that we have given the consumer products that have consistently 
been pronounced superior by the medical profession at prices that 
have effectively held the line. At no time since the first sale in 1949 
have we raised the price of any of our steroid products. This is a 
record of which we are quite proud. 

We are also proud, Mr. Chairman, of our profit level, because it is a 
direct. reflection of our contribution of new drugs to the advance of 
American medicine. Our profits rose from 5.4 percent of sales in 
1945 to 11.1 percent in 1946, the first full year after we introduced 
streptomycin, which we developed in cooperation with Dr. Selman 
Waksman, who received the Nobel Prize for his discovery. 

Since 1946 our research laboratories have been able to produce 
enough major new drugs to keep that level of profits up, with the 
exception of 3 years—1952 through 1954—when it fell to a low of 
7.4 percent. Our net income for last year was 13.4 percent of sales. 
We believe this reflects fairly the current contribution we are making 
in important new product breakthroughs. Over the past 10 years net 
income has averaged 10.7 percent, as you will see from table 1, which 
I also would like to introduce into the record, because it contains a 


financial summary of our ee results for the last 10 years, 


Senator Kerauver. That wi 
(Exhibit No. 31 follows :) 


1 be exhibit 31. 


TABLE 1.—Merck financial summary, 10-year basis—Merck & Co., Inc., and 
subsidiaries—NSales, profits, dividends, 1949-58 


| Dollars in thousands] 


| Research | 
and Earnings! Divi- Net 
profits | develop- Divi- per dends | profit as 
sales after ment dends? | share 4 per percent 
taxes | expend- share 4 of sales 

| itures ! 

| 

| 


i ree $110,539 | $11,784 
1950 | 139,210 | 17,008 
eee | 171,310 17, 853 
1952_ s 160, 648 12,621 | 
1953 160, 002 11, 871 | 

1954 145, 460 13, 087 | 9, 651 9, 821 
1955 157, 929 17, 147 | 10, 904 9, 821 | 
1956 | 172,432 20, 224 12, 540 11, 724 
1957 186,937 | 23,094} 14,912 | 13,661 


1958 | 206,626 | 27,718 | 17,091 | 15,807 
= | _ 


$5,614 | $6,060 
7,042 | 7,822 
8,315 | 9,064 
10,001 | 10,037 | 
9,863 | 9, 977 | 





QO PR oe et pe pe tee eee 


| | 
10-year average __| } 














' Includes process development and product application activities. 

2 Includes dividends on common and preferred stock. 

3 Based on average number of shares of common stock outstanding. Adjusted for the exchange tn 1953 
of 24 shares of Merck & Co., Inc., common for each share of Sharp & Dohme, Inc., common, and for the 
3-for-1 split of the Merck & Co., Ine., common stock in 1951. 


Nore.--All data in the above summary are presented on a fully consolidated basis. Information in- 
cludes the operations of Sharp & Dohme, Inc., for the period prior to Apr. 36, 1953, the date of the merger 
of that company into Merck & Co., Ine. 
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Mr. Connor. Mr. Chairman, this chart contains many interesting 
findings, including the fact that in the last 4 years we have spent 
more for research and development expenses than we have paid out 
in dividends to our stockholders. They seem to be happy with the 
results. 

This looks like a relatively profitable business. When our research 
laboratories succeed in finding effective new drugs, it is. And, I sub- 
mit, Mr. Chairman, that it ought to be. As long as the result of 
harnessing the energies of Merck & Co. to the hope of a good profit 
continues to result in a stream of new weapons in the war against 
disease, the American people, I believe, are getting a reasonable 
bargain. When our well runs dry—if it does—then, no matter how 
low our profits, we will be no bargain at all. 

I can make this point clear by an analogy from outside our in- 
dustry, though it is in a related field of health. As you know, the 
ethical pharmaceutical industry, of which we are a part, makes drugs 
primarily for sale only by prescription. Their purchase has to be 
approved by a physician before they are bought. This is not true of 
health devices and medicines made outside our branch of the industry. 

As a result, particularly in the case of diseases where we have not 
yet come up with a complete cure, quack medicines often flourish. 
Arthritis is just such a disease. As you heard yesterday in testimony 
by the officials of the Rheumatoid and Arthritis Foundation, the 
American people were spending $250 million a year, a quarter of a 
billion, on quack remedies for arthritis alone. Every dollar of this, 
as you heard in testimony, has been sheer waste, including whatever 
percentage has gone to the manufacturers in profits. 

That $250 million represents an expenditure in 1 year of more than 
Merck & Co. has received from all our steroid sales since 1949, for 
the 15 years we spent to develop cortisone, for the major improve- 
ments we have contributed since, for all the pain and suffering our 
steroid products have alleviated and for the deaths that have been 
averted. 

I submit, Mr. Chairman, that the most effective way to save the 
public from paying that $250 million bill to arthritis quacks every 
year is to find a real cure for the disease. This is a business we are 
dedicated to try to finish and I shall say something about that in my 
closing remarks. 

There is one other reason why we should have a better than average 
rate of profit. We are a growth industry. In fact, since the modern, 
research-centered pharmaceutical industry was born with the intro- 
duction of the sulfa drugs in the middle 1930’s, we have grown at a 
faster rate than almost any other industry in the United States. 

And we should grow, not only because of the help this growth gives 
to our whole economy, but also because the American people are in a 
hurry for new chemical compounds to fight disease. 

We can produce them only as fast as we can increase our research 
budgets. And we can grow fast and increase our research budgets 
only in proportion to the rate at which our profit grows. 

Let me illustrate that with chart 2, which I would like to introduce 
in evidence, sir. 

Senator Keravver. That will be exhibit 32. 
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MERCK & CO., inc. 


GROWTH COMPARISONS 


NET SALES - NET INCOME - RESEARCH EXPENDITURES 
1958 OVER 1940 


PERCENT 
INCREASE 


1500 1454% 


eee. NET RESEARCH AND 
SALES INCOME DEVELOPMENT 
AFTER TAXES EXPENDITURES 


Notes: Research and development expenditures include amounts applicable to 
process development and product application activities. 


Source: Merck & Co inc Accounting Records 


Mr. Connor. This chart, exhibit 32, shows the relationship between 
the growth of sales, net profits, and research and development ex- 
penditures for the years 1940-58. You will note that research and 
development expenditures have been rising roughly two and a half 
times as fast as sales and profits. 

During these 18 years, sales multiplied 6.1 times, net income multi- 
plied 6.9 times, but research and development went up 15.5 times, an 
increase of 1,454 percent. Last year we spent $17.1 million on re- 
search and development, or 8.3 percent of net sales. 

If the committee will glance at chart 3, that I would like to intro- 
duce also, sir-—— 

Senator Keravver. That will be exhibit 33. 
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(Exhibit No. 33 follows:) 


RESEARCH AND DEVELOPMENT 
EXPENDITURES 
AS A PERCENT OF SALES 


MERCK COMPARED WITH INDUSTRY GROUPS 
1958 


PERCENT 


SPetehatatatate® : 
MERCK 8 OTHER CHEMICAL ALLINDUSTRY 
DRUG COS. INDUSTRY AVERAGE 


Notes: Figures for Merck & Co,Inc. and eight other drug companies represent actual 
expenditures, figures for other industries based on budgets. 


Sources: Merck data from internal accounting records, eight other drug companies based on published reports and trade 
estimates, other industry groups from Amer Management Assn. survey dated October 1957 


Mr. Connor. Exhibit 33. You will see that this is better than twice 
the average for all industry. It is higher than the average of either 
the chemical industry or that of our leading competitors whose figures 
were published and used in this computation. 

In fact, Merck’s rate of expenditure for research is exceeded by only 
a handful of companies in the United States. 

At this point I should like to say something by way of summary 
about the contribution of this industry to the domestic economy. We 
must turn to our economy for the power we shall need to protect free- 
dom from the growing might of the Sino-Soviet bloc. 
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To keep from being overwhelmed we must expand our rate of 
growth well beyond that of the past decades. One of the great public 
problems of the day is how to do this without at the same time being 
engulfed by inflation. In other words, how can we have both growth 
and stability ? 

One of the most effective ways to achieve this national purpose is, 
I believe, through research and development. I think the facts I have 
tried to develop here today demonstrate this. 

I suggest to you, Mr. Chairman, that an objective examination of 
the facts about cortical steroids will reveal a highly competitive in- 
dustry, free of excessive concentration, discovering, developing, pro- 
ducing, and marketing an ever-increasing quantity of medically, so- 
cially, and economically valuable products at a stable or lowering 
price level. 

By expanding ‘our research and development. effort since 1940 214 
times as fast as we increased our sales, we have given the American 
people both economic growth and economic stability at the same time, 

And in the process, may I add, we have given them better health. 

Pharmaceutical research has paid off not only for the domestic econ- 
omy but for the United States abroad. When we go beyond our bor- 
ders, we find that the pharmaceutical industry is a strong national 
asset from the point of view of both world trade and world friendship. 

Our expansion abroad since the war has been startling and it has 
helped spread an image of America as a producer of weapons of life 
and of hope. 

This has all been due to a single factor: the unrivaled ability of our 
research laboratories to create new drugs of a quality and at a rate 
that no other country can match. This is what enabled Merck, for 
instance, to win an initial skirmish with the Soviet Union in India last 
year as a result of which we are building pharmaceutical plants in that 
country, though the Russians are still very much in the picture there 
as well as in many other underdeveloped countries. 

Contrasted with their achievements in space, Soviet drug research 
is stil] in the horse-and-buggy stage. Not a single cortical steroid 
came out of Russian laboratories; they were all discovered in the 
United States. And because of prior testimony, sir, we have had a 
chart made up, and 1 would like to introduce that chart in evidence if 
I may. 

Senator Kerauver. That. will be exhibit 34. 
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DISCOVERY OF CORTICOSTEROIDS 
UNITED STATES VS THE SOVIET UNION 


UNITED 
CORTICOSTEROID STATES 
CORTISONE (1949) 
HYDROCORTISONE (1951) 


FLUDROCORTISONE (1954) 


PREDNISONE (1955) 


/ 
PREDNISOLONE (1955) 
8 


ME THYLPREDNISOLONE (1957) 
TRIAMCINOLONE (1958) 


DECADRON (1958) 
TOTAL 


Mr. Connor. That chart shows that the box score on cortical ster- 
oids in this competition between the United States and Russia contains 
the following results: 

The score in the innings played so far from 1949 through 1958 is 
United States 8, U.S.S.R. 0. 

From cortisone in the first inning in 1949 we have shown hydro- 
cortisone in 1951, fludrocortisone in 1954, prednisone in 1955, predni- 
solone in 1955, methylprednisolone in 1957, triamcinolone in 1958, and 
decadron, our trademark, in 1958. That is a total of eight develop- 
ments in this extremely important field. 

They have all been in the United States. None has been in the 
Soviet Union. 

And though the Soviets are usually able to make up for their defi- 
ciencies in the long run by pirating, their know-how is still so primi- 
tive that they have enormous difficulties with our most complex drugs. 
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Cortisone is an example. So far as I know—and I have checked 
this again recently—they have not yet been able to make cortisone in 
anything like the quantities needed to satisfy their medical profession. 
This means that we have about a 10-year lead on them in this branch 
of chemistry. I hope we keep it. 

This committee can influence the rate of our growth and the rate of 
the research expenditures on which our growth is dependent. 

It can influence the delicate partnership between the quest for scien- 
tific knowledge on the one hand and the drive for financial success on 
the other that have enabled Merck & Co. to be what it is today and will 
enable it in the future to put powerful new weapons of life into the 
able hands of the Nation’s physicians. 

I trust that this committee in its conduct of these hearings and in 
its recommendations to the Congress will take care not to do anything 
that would also slow the forward march of pharmaceutical industry 
research toward a cure for arthritis. 

Almost no corporation in the country is spending a higher per- 
centage of its income for research than Merck. A significant portion 
of these research dollars are going back into arthritis research. 

In fact, Mr. Chairman, we have budgeted about $2.5 million for 
research in arthritis and other inflammatory diseases in 1960 alone. 
Since this research budget will come from our profits on cortical 
steroids and other products, I submit that this is efficient use of the 
profit system for the public good. 

At this point, Mr. Chairman, the committee might well ask this 
question: Is Merck getting any closer to a complete cure for rheuma- 
toid arthritis? 

First, we are intensively hunting for better steroids, looking for 
an — anti-inflammatory agent that will relieve rheumatoid 
arthritis. 

Second, we are deep into the investigation of the anti-inflammatory 
potential of an entirely different group of chemical compounds be- 
sides steroids. 

Third, for 6 years now we have been conducting fundamental bio- 
logical and chemical research into the basic nature of rheumatoid 
arthritis itself. We are sufficiently encouraged by this program so 
that we have upped Merck’s 1960 budget for this fundamental work 
alone to better than three-quarters of a million dollars. We would 
not do this if we did not have hope of ultimate success. 

Despite whatever optimism we may have, Mr. Chairman, I want 
to emphasize once more that we still do not know how to prevent 
rheumatoid arthritis or how to cure it. 

Rheumatoid arthritis is still unfinished business. Somehow, some 
time, someone will finish it. Let me assure this committee that it is 
our hope that the time will be soon. And I trust that I shall not be 
criticized if I add that it is our fondest wish that the someone will 
be Merck. 

In closing, I should like to say that Dr. Vannevar Bush, chairman 
of our board, who otherwise would be here today is unable to because 
he is recuperating from an operation, which, fortunately, was minor 
and from which he is recovering in a satisfactory manner. 

Now in closing, Mr. Chairman, I would like to introduce one other 
subject that is not in my prepared text. Earlier this week the com- 

35621—60—pt. 1414 
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mittee by exhibit and staff testimony computed that one of our com- 
petitors, Schering, enjoyed a very large markup on prednisone tab- 
lets estimated by the committee’s staff at 1,118 percent. 

Mr. Brown disputed that computation, I thought, very effectively 
yesterday, but I just want to—— 

Senator Krerauver. Mr. Connor, let’s get the facts straight as to 
the difference between what Schering paid for these tablets and its 
price to the druggists, it was made clear that Mr. Brown wanted to 
explain how much research, how much profit and how many other 
things he wanted to add to it, and that was their business. I com- 
mented that that was a very unusual and high jump, from $1.17 to 
$17.90. 

Mr. Connor. Mr. Chairman, I am not here to defend Schering. 
The facts in the record will speak for themselves. I just want to 
talk about Merck. We have had a study made of our financial results 
on cortical steroids since the beginning. 

We don’t. keep our books on an individual product basis. We have 
had to make many assumptions and rather arbitrary allocation of our 
overhead costs. 

But the net result is that on an average for one of our Decadron 
steroid tablets, using that as an example, which sells to the patient 
for an average cost of 27.2 cents, Merck makes an after tax profit of 
1.68 cents. The average markup over all company costs before taxes 
was 3314 percent for all steroid hormone products in 1958. 

To substantiate that statement, Mr. Chairman, I would like to in- 
troduce into the record a chart which is entitled “Merck & Co. Hor- 
mone Profits in 1958.” This chart is now being passed out. 

Senator Kerauver. That will be marked “Exhibit No. 35.” 

(Exhibit No. 35 follows :) 

Merck & Co., HORMONE PROFITS, 1958 

The Merck & Co. Hormone Financial Summary shows Merck & Co., Inc. net 
sales of steroids for 1958 to be $28,589,000 and its net profits after taxes $3,400,- 
000 or 11.9 percent of sales, Applying these general figures to the price of a 


specific product, we obtain the following results : 


Decadron .75 mg. (Deramethasone) 


Centa 
per tablet 
(Ost to Patient (AVOTERS) .~..-—oennnecc ecu wns Sicinpes Sint apes ere eee ee 
Amount received by Merck Sharp & Dohme (average)___-_-____-________ 14.2 
Total cost. to’ Merck (average)... ~~ eeu aie Jb ee See 
“Markup” over cost (average) 3844 percent... 2-2... 5 eee ccs 3.5 
Pe EE Rs as oie ee ena debab ewe pease eka So ee 1. 68 


Mr. Connor. The chart reads: 


The Merck & Co. hormone financial summary shows Merck net sales of steroids 
for 1958 to be $28,589,000, and its net profit after taxes $3,400,000, or 11.9 percent 
of sales. 


Applying these general figures to the price of a specific product, 
we obtained the following results: In using the decadron tablet 0.75 
milligram strength, we see that the cost to the patient on an average is 
27.2 cents a tablet, the amount received by our pharmaceutical divi- 
sion, Merck Sharpe & Dohme, is on an average 14.2 cents, total cost 
to Merck on an average is 10.7 cents, and our markup over cost on the 
average is 3.5 cents or 3314 percent of our total net cost. 
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Our profit after taxes per tablet 1 is 1.68 cents. 

Those figures, Mr. Chairman, were compiled on the basis of a full 
hormone financial review which I would also like to introduce in the 
record, 

Cumulative net sales and estimated net profits of steroids for the 
period 1949 through 1958 are indicated on the attached chart along 
with the estimated net profits as a percent of sales for each year. Net 
profits for the period average 13.8 percent of sales. 

Although the information shown on the attached chart indicates 
that the company’s venture into steroid hormones has been profitable, 
it should be noted that we have had good years and poor years in our 
profit return on sales. Also it may be observed that it has taken 
the company almost 7 years to recover its initial large investment. 

Estimated profits fie the years covered by the chart were largely 
made possible as a result of intensive research over this period. W ith- 
out, substantial research expenditures which totaled in this field $15.5 
million during the period in question, it is unlikely that the company 
would have ever recovered its initial investment which amounted to 
$21,800,000 at the end of 1951, from the production of cortisone, the 
first product in the steroid hormone market. 

In the presentation of any profit figures for an individual product 
group it must be recognized that arbitrary methods of allocation must 
necessarily be used. 

The company’s operations may be likened to a single basket in that 
the individual product groups are a relatively inseparable part of the 
total mix, 

Thus the profits for the steroid group were determined on the fol- 
lowing estimated basis: 

Identifiable expenses—those costs or expenses which could be 
identified were charged directly to the broad product group. 

Unallocated expenses—on the company’s books there are various 
lehde pools of costs or expenses which are not identified with product 
groups. Those would include substantial amounts in cost of sales, 
selling, and general administrative accounts. Asa means of attribut- 
ing such items to steroid products, the ratio of steroid net sales to total 
net sales was applied to the total of those unallocated expenses. Al- 
though it is readily apparent that many of those expenses have only 
an indirect, if any, relationship to sales dollars, it was stated earlier 
that arbitrary methods must be used. 

3. Research expenses—although such expenses are not incurred by 
present. products—— 

Senator Kerauver. Mr. Connor, where are you now, is this some- 
thing new ? 

Mr. Connor. Iam just about through, sir. It is this last paragraph. 

Senator Kerauver. You had 1 hour, 

Mr. Connor. I thank you very much, and as far as I am concerned, 
we can put these in the record. It shows the anne the research 
expenditures, our profits, and our sales in this steroid product group 
during the years in quest ion, 

Senator Kerauver. That will be exhibit 36. 
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Merck & Co. HoRMONE FINANCIAL SUMMARY 


Cumulative net sales and estimates net profits of steroids for the period 1949-58 
are indicated on the attached chart along with the estimated net profits as a 
percent of sales for each year. Net profits for the period averaged 13.8 percent of 
sales. 

Although the information shown on the attached chart indicates that the com- 
pany’s venture into steroid hormones has been profitable, it should be noted 
that we have had good years and poor years in our profit return on sales. Also, 
it may be observed that it has taken the company almost 7 years to recover 
its initial large investment. 

Estimated profits for the years covered by the chart were largely made possible 
as the result of intensive research over this period. Without substantial 
research expenditures ($15,500,000 during this period), it is unlikely that 
the company would have ever recovered its original investment (amounting to 
$21,800,000 at the end of 1951) from the production of cortisone, the first product 
in the steroid hormone market. 

In the presentation of any profit figures for an individual product group it 
must be recognized that arbitrary methods of allocation must necessarily be 
used. The company’s operations may be likened to a single-basket approach, in 
that individual product groups are a relatively inseparable part of the total mix. 

Thus. the profits for the steroid group were determined on the following 
estimated basis: 

(1) Identifiable exrpenses.—Those costs or expenses which could be identified 
were charged directly to the product group. 

(2) Unallocated expenses.—On the company’s books there are various large 
pools of costs or expenses which are not identified with product groups. Those 
would include substantial amounts in cost of sales, selling, and general admin- 
istrative accounts. As a means of attributing such items to steroid products, 
the ratio of steroid net sales to total net sales was applied to the total of those 
unallocated expenses. Although it is readily apparent that many of those 
expenses have only an indirect, if any, relationship to sales dollars, it was stated 
earlier that arbitrary methods must be used. 

(3) Research expenses.—Although such expenses are not incurred by present 
products, the profits of today must provide the funds for tomorrow’s products. 
Therefore, research expenses were allocated to the steroid group based on the 
estimated ratio of steroid profits to total profits. 


Senator Keravuver. Have you finished reading your statement? 
Mr. Connor. Yes, sir, and I would like to thank you in conclusion 
for your courtesy in giving me the time to present this in one piece. 
Senator Kreravuver. I hope you will tell Dr. Vannevar Bush we are 
sorry he is ill and give him our best wishes. 
Mr. Connor. I will indeed, sir. 
Senator Kerauver. I want to congratulate you upor a very well 
prepared statement. 
Mr. Connor. Thank you. 
Senator Kerauver. We will carry on for a few minutes but we will 
have to recess soon for lunch. 
Mr. Dixon? 
Mr. Dixon. Mr. Chairman, Mr. Connor brought up the question of 
the table which the staff offered for the record on Monday, exhibit 1. 
I would like to present a table for prednisone and ask Dr. Blair to 
explain it. 
would also request that this table be marked as “Exhibit 37.” 
Senator Kerauver. We are delighted that Senator Hart, a dis- 
tinguished member of this committee, is here and participating in the 
hearings. We are glad to see you, Senator. 
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PREDNISONE—) MGM TABLETS 


Computed cost based on bulk price transaction and contract processing charges 
[1,000,000 tablet order] 


. Bulk price at which Snytex sold, _ quarter 1959 : * $2.36 per gram Per 1,000 
Material for 1,000 tablets, 5x $2. $11. 80 
. Allowance for wastage (83% en . : . 36 
3. Tableting charge 
. Bottling charge (1,000 tablets per bottle) 


OAL... 


COMPARISON BETWEEN COMPUTED COST AND ACTUAL PRICES 

Computed cost, ex selling and distribution costs___ 

Actual prices: * 
Pp Ce a = ee es oe 170. 00 
To consumer (list) ~--------_- ._. 288. 33 


' As reported to the subcommittee by Syntex Corp. 

2Upjohn (Deltasone) from catalog; Merck (Deltra) ; Schering (Meticorten) ; Parke, 
Davis (Paracort) from 1959-60 edition, American Druggist Blue Book. (Parke, Davis 
consumer prices 1 cent higher per bottle than others.) 


Dr. Buiarr. The table in a sense is a companion to the table on 
prednisolone which was presented the day before yesterday, and 
concerning which Mr. Brown and now Mr. Connor have made some 
remarks. The table that we are presenting here is not based as was 
the table for Schering on a bulk sale purchase. Merck, to our know!l- 
edge does not make any sales—purchases of prednisone. 

Mr. Connor. Dr. Blair, may I correct that ? 

Dr. Buarr. Yes. 

Mr. Connor. Yes. We do. 

The testimony came up yesterday. I think it concerned the predni- 
sone patent licensing arrangement with Schering. Would it be ap- 
propriate, Mr. Chairman, for me to comment on that at this point ? 

Dr. Biatr. That is not relevant. 

Senator Krerauver. Suppose we go ahead with what we are talking 
about. here. 

Mr. Connor. Yes, I just wanted to make it clear. 

Senator Krerauver. We will let you make it clear. We will come 
back to this matter of bulk sales a little bit later on. 

Mr. Connor. But Dr. Blair said we don’t sell bulk prednisone. 
There was a headline yesterday that we were in effect prevented from 
selling it because of this agreement we have with Schering. 

I would like to make it clear that we do in fact sell bulk prednisone. 

Dr. Buatr. I didn’t say sell. I said purchase. 

Mr. Connor. Excuse me, you did. 

Dr. Buatr. The information that you presented to us did not con- 
tain any purchases by you of prednisone. 

Mr. Connor. Dr. Blair, you are right. I misunderstood you, and 
I would like to make it clear that we don’t purchase that from others. 
We make all of these steroid hormones ourselves. 

Mr. Dixon. I think it was made clear during the testimony that 
Merck had made bulk sales of prednisone. 

Senator Kerauver. Yes, we have a record of bulk sales of predni- 
sone which you had made. 
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Mr. Connor. Yes. Mr. Dixon did comment on that though. And 
if we are going to get to that later that is fine, sir. 

Senator Krrauver. We will get to it later. 

Dr. Briatr. Now the starting point of the Schering table was a 
bulk sale from Upjohn to Schering. These are not bulk purchases 
by Merck of prednisone. Consequently we cannot present exactly 
the same type of table for Merck on prednisone that we did present 
for Schering on prednisolone. 

However, we do have another and I might say a very conservative 
basis for constructing a somewhat similar table. According to infor- 
mation supplied to this committee, the Syntex Corp.’s average price 
in the third quarter of 1959 of prednisone on bulk sales was $2.36 per 
gram. Since this was the average, it is obvious that some sales were 
made below this price and some sales remain above it, 

Now in connection with that average bulk sales price by Syntex, 
I do want to point out these two things. First of all, presumably this 
sale is made at a profit by Syntex. Syntex is presumably not in the 
business of making sales to lose money. 

Secondly, Syntex, as has been brought out in the testimony earlier 
and is well known, is a firm which, while a smaller firm, has nonethe- 
less played a very important role in the research leading to the 
development of these various cortical steroids but particularly pred- 
nisone and prednisolone. It was brought out yesterday that as a 
result of litigation, Schering and Merck paid to Syntex an undisclosed 
sum for violation of the patent claims by Syntex. 

Senator Kerauver. You mean violation of Syntex’s patent ? 

Dr. Biarr. Syntex’s patent, that’s correct. Consequently there is 
reflected presumably in this selling price of Syntex, (a) a profit and 
(b) whatever Syntex obtains for the carrying on of the research for 
which it is well-known. 

Now the selling price of $2.36 per gram has to be multiplied by 5 in 
order to get enough prednisone to produce 1,000 tablets. Again we 
are using the processing charges reported to this subcommittee in a 
letter dated November 3 of this year from Richlyn Laboratories, which 
has already been made a part of this record. These are the charges 
which they will make for tableting and bottling and allowance for 
wastage. 

According to Richlyn Laboratories there would be involved in 
turning this bulk into 1,000 tablets a waste factor of 3 percent, a 
tableting charge of $1.25, and a bottling charge of 20 cents. That is 
to produce the tablets in bottles containing 1,000 tablets, the total cost 
would be $13.61. This would be on an order for 1 million tablets put 
in bottles, each containing 1,000 tablets. In this respect this table 
differs slightly from the table on prednisolone because in that table 
there was shown the bottling charge for putting the tablets in bottles 
containing 100 tablets. In other words, the cost of the bottle does 
hot. rise proportionately with the size of its contents. 

_ The total cost at the factory of the prednisone, starting with 
Syntex’s average bulk sales price, adding the allowance for wastage, 
the tableting, and the bottling is a sum of $13.61. Now that is, of 
course, per 1,000. ‘The actual price of Merck to the druggist for this 
quantity is $170. The suggested consumer or retail price is $283.33. 


eee 


It is not known by this subeommittee how Merck divides up the 
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difference between the $13.61 which is clearly stated here to be exclud- 
ing selling and distribution costs, and the profit which it makes on 
the sales of prednisone. We further do not know the proportion of 
this overall margin between $13.61 and $170 that would consist of 
research cost borne by Merck, which, of course, in this case would be 
in addition to the research cost that has been incurred by Syntex and 
is presumably reflected in its sale price of $2.36. 

But the point of this table is simply that the margin between $13.61 
and $170 represents a conservative estimate of the margin between the 
cost of at the factory of 1,000 tablets of prednisone in bottles of 1,000, 
and the price to the druggist. 

How that margin is apportioned among the other items selling 
and distribution costs, profit, and Merck’s own research costs in 
addition to those of Syntex, is not known by this subcommittee. 

Senator Krerauver. We understand. I think Mr. Connor under- 
stands the chart. The question would be, what are your comments on 
it, Mr. Connor? 

Mr. Connor. We recognize the difficulties that Dr. Blair had in 
some of these cost allocations, and for that reason we had prepared 
exhibit 35, which explains how we allocate our costs in this steroid 
hormone business. I would just like to say that the figures that he 
introduced apparently are indicative of the operating situation of a 
company that exists only in Dr. Blair’s mind. It is difficult for me 
to comment on them because this company apparently is not in 
business. 

In my statement I name 29 companies that are in this business, and 
Dr. Blair’s mythical company is not one of them. But I would like 
to revert again to what I said before. 

Senator Krrauver. You mean Syntex is not a company in this 
business ? 

Mr. Connor. No; the company that apparently might buy Syntex’s 
bulk and then sell it to the physicjan. Since it is not in business, it 
doesn’t have a good name that would mean anything to the physician 

of this country, and therefore couldn’t sell products to them. But 
talking about Merck—— 

Senator Krravuver. Here are Syntex’s prices in this exhibit. These 
are bulk sales prices. 

Mr. Connor. Yes; those are Syntex’s prices. 

Senator Kreravver. We will make this exhibit 38. 
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(Exhibit No. 38 follows :) 


Net sales by Syntex of prednisone to customers in the United States 


Amount |Average price 
(grams) per gram 


Year 1957: 
lst quarter 7,499 $10. 01 
2d quarter 22, 500 10. 25 
3d quarter 36, 367 9. 51 
4th quarter 23, 672 


Year 1958: 
lst quarter 
2d quarter 
3d quarter 
4th quarter 


Year 1959: 
ist quarter 
2d quarter 
3d quarter 


Norte.—All prednisone shown above was manufactured by Syntex from cortisone purchased from others; 
except that 7,121 grams of the material sold in the 2d quarter of 1958 and all material sold in the 3d quarter 
of 1958 was manufactured from dehidro-allo-cortisone purchased from others. 


Senator Kerauver. The point is, we assume you can make pred- 
nisone as economically as Syntex can. If that is not the case, we will 
be glad to have you tell us about it and then explain what goes in to 
make up the difference between whatever we arrived at as the com- 
puted costs and what you sell it to the druggists for. 

Mr. Connor. Our markup on all our cortical steroid products in 
1958 was 3314 percent before taxes. Our average profit on the steroid 
hormone business for 10 years was 13.8 percent after taxes, and in 
1958 it was 11.9 percent. Now those are the facts and figures with 
which I have to deal as president of Merck & Co. 

Those are after the expense allocations that I explained in intro- 
ducing exhibit 35. 

Senator Kerauver. We are talking here about prednisone. 

Mr. Connor. Well, I don’t have the prednisone situation, but on 
decadron, our newest product, the patient pays an average of 27.2 
cents a tablet. Of that we receive an average of 14.2cents. Our total 
costs are 10.7 cents, so that gives us a markup over costs on an average 
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of 3.5 cents a tablet or 3314 percent, and on this particular product ac- 
conding to these comput: itions that we have made in the last couple 
of days, our profit after taxes on a decadron tablet is a little over 1.5 
cents. 

Mr. Dixon. Mr. Chairman, as I explained on the first day of the 
hearing, in order to attempt to respect the confidentiality of cost fig- 
ures of each company, we approached this problem in the manner 
shown by these two exhibits. We did not ask you for your costs for 
particular products, Mr. Connor, thereby attempting to respect your 
wish that they be kept confidential from your competitors but we 
chose this approach, Mr. Connor, in order to give you the opportunity 
to explain in your own words the difference between your cost of $13.61 
and the price of $170 to a druggist. 

You chose to answer that by exhibit 35; I assume. 

Mr. Connor. That’s right, sir. 

Mr. Dixon. Then I must assume that your answer is that it is nec- 
essary to add to this figure of $13.61 your actual cost, which we assume 
is higher than your figure. We would assume that you could manu- 
facture it cheaper than that, with the addition, of course, of sales costs 
and how you choose : arbitrarily to weight your research costs or per- 
haps add them to individual products. 

If I understand your explanation, it is to this effect: That assuming 
this price is somewhere near the actual cost, to that must be added 
expenses which you characterize as selling and research, and that is 
your explanation of the difference between your cost of $13.61 and 
the price of $170 to the consuming public. 

I think I should correct myself, to selling expenses must be added 
taxes and profits. 

Mr. Connor. Yes, those are important because we like to contribute 
to the support of the Federal Government as good citizens. 

Mr. Dixon. You do it pretty well, sir. 

Mr. Connor. Thank you. 

Mr. Cuumpris. Mr. Chairman,‘may I ask a question ? 

Senator Keravuver. All right, sir. 

Mr. Cuumpris. Mr. Connor, just so that we can get this record cleat 
on this point, I think Mr. Dixon asked you this question. Assuming 
that the $13.61 figure is correct as far as it goes 

Mr. Connor. I don’t like to make that assumption. 

Mr. Cruumepris. All right. Let’s leave that assumption aside. He 
asked you whether there also would be costs of selling and distribu- 
tion and research. Now on top of that, do you have additional costs 
such as administration expenses ? 

Mr. Connor. Oh, yes. 

Mr. Cuumeris. Taxation, reserve for depreciation, and maintenance 
of your plant or any other factors that are not considered in the ex- 
hibit that Mr. Blair started off with. 

Mr. Connor. We have many such additional expenses, and I have 
tried to give a description of those in exhibit 35 to indicate the alloca- 
tions that we took in preparing this exhibit, because as I indicated, 
our cost accounting system does not go into the cost of an individual 
product. That is just impossible to compute on a month-to-month 
basis. 
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So we have had these large expenses that are described in exhibit 35. 

Mr. Cuumprts. Would it be too burdensome to ask the question as 
to the comparison of cost to price ¢ 

The only thing that I would like to do is make sure that the record 
is full and complete in determining the relationship of cost and price, 
that all of the factors that go into your price and all of the factors 
that go into your costs are enumerated in the questions asked you and 
the answers given. 

Mr. Connor. I appreciate that very much, sir. 

Mr. Cuumpris. ‘he point that I made yesterday in my objection to 
Dr. John Blair’s presentation of the other chart that he showed to 
Schering was the fact that he used $1.57 for the cost as against $17.90 
for the price to the wholesaler. And he listed, “Excludes selling and 
distribution” but he didn’t put that into consideration, nor did he put 
into consideration the cost of administration, the cost of taxes that 
were brought out later. 

Now Mr. Brown of Schering broke it down into the categories of 
production, cost of sales, selling expenses, research expense, and ad- 
ministrative expense, royalty and other expenses and provision for 
income taxes. 

You didn’t use that method and you have a right to use whatever 
method that you desire. 

But if it doesn’t affect the confidentiality of your information, could 
you give it to us the way Mr. Brown gave it to us yesterday, so we 
could see how those items were taken into consideration ? 

Mr. Connor. I appreciate your interest in trying to bring out the 
facts and do it in an objective way, and I think if you will study our 
exhibit 35, sir, you will find that it does in its introduction contain—— 

Mr. Cuumpris. The only difficulty there is, I think, that Mr. Dixon 
isn’t satisfied with you wrapping up 10.7 cents in total cost of Merck. 

Mr. Connor. I would hope to be able to satisfy Mr. Dixon, but I 
have to work with the figures that we have. 

Mr. Cuumpnris. I see. I just wanted to—— 

Mr. Connor. Excuse me, that is exhibit 36; 35 and 36 are the two 
exhibits on this point, and 36 contains the introduction to the financial 
summary. 

Mr. Dixon. Mr. Chairman, may I make one thing plain on this 
exhibit ? 

Mr. Connor. Which exhibit is this, Mr. Dixon ? 

Mr. Dixon. This is 37, the one that is in front of you that we gave 
you on prednisone. 

Mr. Connor. Thank you. 

Mr. Dixon. Let’s talk about $13.61 per thousand as computed on 
that exhibit. You say you are not willing to accept that figure? 

Mr. Connor. That is right, because those aren’t our figures. 

Mr. Dixon. All right, I just wanted this to be made perfectly plain. 

Accepting the factors which you have just described to be added to 
that figure, would you contend that it would cost you more than that 
to arrive at that price of $13.61, because remember that Syntex has 
sold this product in bulk for $2.36, has made a profit and borne all 
the expenses that you are talking about, and which Mr. Chumbris 
has referred to. Syntex also has a fine research department, and I 
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must assume that they must include in their bulk prices something to 
cover research. 

So now excluding all the things that Mr. Chumbris has pointed out 
to you, you say that Merck could not manufacture or perform that 
same service for $13.61, had you chosen to buy the product from 
Syntex. Syntex would have been willing to sell you this in bulk if 
you wanted to buy it, I understand. 

Mr. Connor. Oh, Syntex is a strong competitor. 

Mr. Dixon, perhaps the best way to answer it is this: In selling 
one of our Decadron tablets, which is the illustration I am using be- 
cause it is a tablet that is the largest seller in our steroid hormone line, 
for a tablet which we sell for 14.2 cents, our total costs are 10.7 cents. 
Now, those costs include—— 

Mr. Drxon. Excuse me for interrupting you. I misled you, or you 
are not answering me, because I want to talk about $13.61. 

Mr. Connor. Mr. Dixon, you have me at a disadvantage because 
that is a figure with which I am not familiar. It is Syntex’ figure, 
apparently, but it is not ours. 

Mr. Drxon. These are actual facts that have been reported to this 
subcommittee. Syntex does not sell in finished form; they sell in 
bulk. They maintain a research laboratory and they make a good 
profit, and their research expenses, as I understand, are about 18 per- 
cent of their sales, 

Mr. Connor. Is that a matter of record ? 

Mr. Dixon. We will make it a matter of record. 

Mr. Connor. I wish you would. I have been wanting to get that 
information about Syntex for quite a while. 

Mr. Dixon. We will attempt to ascertain that. 

Mr. Connor. That will be very helpful. 

Mr. Dixon. I don’t think that they would consider it a trade secret. 
But at least in this price of $2.36 per gram they were able to sell it 
in bulk to American companies, among which, sir, on that chart which 
IT am pointing to, are smaller firms. They also bought prednisone 
from Syntex, and they put it in finished form, sir, and they offered to 
sell it to the drugstore, as is indicated on that chart. If you will direct 
your attention to that chart, Mr. Connor—— 

Mr. Connor. Which chart is that, Mr. Dixon? 

Mr. Dixon. The chart on the easel. 

(The chart referred to, exhibit 9, may be found on p. 7893.) 

Mr. Connor. Is that in evidence already ? 

Mr. Drxon. That is in evidence. 

Mr. Connor. May I have a copy of it, please? 

Mr. Drxon. I am not sure of the number available. 

Mr. Connor. Thank you. 

Mr. Dixon. But directing your attention to it, you will observe on 
that chart that for prednisone, the three large companies at the top 
of the chart, Schering, Upjohn and Merck—— 

Mr. Connor. Is this your definition of the three largest companies 
in the business? 

Mr. Drxon. They are the largest on that chart, let’s put it that way. 

Mr. Connor. Because I had to admit in my testimony that Merck 
was unfortunately not one of the three largest at the end of 1958. We 
hope to regain—— 
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Mr. Bratr. May I just add a word of clarification? This defini- 
tion of size is not in terms of sales of that particular product. It is in 
terms of the sales of the company as a whole. 

Mr. Connor. That surprises me, too. 

Mr. Buatr. Merck, Upjohn and Schering are the three largest com- 
panies in terms of their sales of the company as a whole. 

Mr. Drxon. Mr. Connor, at the top of the chart 

Mr. Connor. I am afraid the Pfizer people are going to be sore at 
you, but that is all right. 

Mr. Buatr. No, they do not sell prednisone; they sell prednisolone. 

Mr. Drxon. I assure you, Mr. Connor, that this came from infor- 
mation that we obtained by subpena in requests to the industry. 

Mr. Connor. Did it come from Syntex? I hadn’t realized they 
were parties to this. 

Mr. Dixon. We obtain information from many sources, I assure 
you that but for the possibilities of human error, it is accurate. 

Now, at the top of this chart there are shown Schering, Upjohn and 
Merck, prices for prednisone in 5-milligram tablets in a quantity of 
100 to the druggist, which is $17.90. Penhurst’s price for the same 
quantity is $6.93. The Lannett Co. price to the druggist for the same 

uantity is $12. Bryant’s price to the druggist 1s $6.75, and the 
hysicians’ Drug & Supply Co., $4. U.S. Vitamin & Pharmaceu- 
tical Corp.’s price is $9.33. 

Mr. Connor, all of those small companies buy prednisone in bulk 
quantities. They then tablet it and a sell it to druggists, at the 


prices I have indicated ; whereas you, along with Schering and Upjohn 


sell it only at the price of $17.90. 

Now therefore, the information in exhibit 37, which Dr. Blair has 
explained, is in effect substantially what we believe to be correct. 
It is substantiated by the fact that those small companies have been 
able to date at least to obtain access to bulk sales, and by virtue of 
those bulk sales have tableted a product and are offering it in com- 
petition, presumably, with the three larger companies. 

Will you explain to us, if you will, why you, as the principal officer 
of Merck & Co., do not have to meet the price of U.S. Vitamin & 
Pharmaceutical Corp., which sells this product at $9.33, to say nothing 
of the Physicians’ Drug & Supply Co., which offers to sell it at $4? 

Mr. Connor. Mr. Dixon, for my own purpose I find it helpful 
to think of the competitor firms, which number over 30 in the steroid 
hormone business in three categories : 

First is the creators, those firms that have research programs and 
which, in Dr. Hench’s words, are successful in bringing out new prod- 
ucts which the physician finds helpful to him. 

The second category I call the molecule manipulators, those who 
also have research programs but aren’t too successful in hitting the 
home run first, but are quick to observe the competitive situations, 
and when they find out about them, get their pharmacological and 
chemistry work going so that they are in on the race, They have 
to spend quite a bit of money as well as the creators. 

The third firms I call the coattail riders, like in the story in the 
Bible, they neither sow nor do they reap, but the Lord seems to take 
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care of them. They wait until the market is established, and then 
they offer their products to the physician. 

Now, I can’t tell you why the physicians are willing to prescribe 
products for all of these firms, but I can say that it has been our ex- 
perience that the physicians are willing to prescribe Merck products 
because we think that we build into our products the highest quality 
possible. We have the integrity of our good name; we have the re- 
search program in back of it, and that not only costs us money, but 
seems to mean a lot to the physicians. 

Now Dr. Hench, one of the outstanding rheumatologists in sae 
country, and who I may say has sort of been the father of the medica 
developments in this field, is here today, and perhaps you would Iie 
to ask him why he and his medical associates prefer to prescribe 
Merck products, rather than the products of one of those other com- 
panies mentioned, even though he knows that when the patient takes 
the prescription to the drugstore, the patient is going to have to pay 
more for a Merck prescription than for one of these others. 

Senator Kerauver. Mr. Connor, some of these companies, of course, 
use your bulk product in making their prednisone. 

Mr. Connor. Yes, sir; that is right. 

Senator Krrauver. So their quality would be equal to your quality. 

Mr. Connor. Up to the point where they buy from us, but from 
then on we are not responsible, and they do things quite differently 
than we do, They may differ as to their methods of quality control 
and many other parts of their business. 

Senator Kerauver. When you sell in bulk, you sell at a profit, I 
assume; you are trying to recapture some of your profits. 

Mr. Connor. As I indicated, for this whole business we make a 
profit. 

Senator Kerauver. Look at Physicians’ Drug & Supply; your price 
is four times as high as theirs. Just why is that? It is three times 
as high as Penhurst & Bryant, twice as high as U.S. Vitamin & Phar- 
maceutical. Some of these companies are using your product. They 
do research. You can’t account for that difference on your 8.5 per- 
cent for research. I am glad you are doing a lot of research, but in 
the first place, you are selling more. You produc e your own produe t. 
I am just thinking about the consumer here. Presumably you make 
your own product more cheaply, and you use it more ¢ heaply, than you 
sell it to them. When you have volume sales, the price should drop 
some. Why do you have to be four times as high as Physicians’ Drug 
& Supply, or twice as high as U.S. Vitamin & Pharmaceutical? | 
just don’t know. You can t account for that on researe h, Mr. Connor. 

Mr. Connor. Mr. Chairman, as I indicated in my statement, we 
have made substantial price reductions in this field over a period of 
10 years, and we have never increased the price of a single product, 
bulk or specialty. 

Now, I cannot say what happens after our bulk material gets in the 
hands of a customer, I can only say what we do with the bulk material 
when we prepare it ourselves. At the end of the manufacture of 
the bulk material, another battery of tests is applied, and if the batch 
passes them, and most. of them do, it becomes a raw material in the 
production of dosage formulations. We again test the raw mate- 
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rials composing the finished formulation. There are often dozens 
of those raw materials, not just the prednisone that you are talking 
about. ‘The inprocess testing is repeated at every step of the finished 
drug manufacture. 

The number of tests and man-hours involved varies with the final 
formulation, but in every case they are well up in the hundreds by 
the time the product is ready for marketing. In addition, after 
manufacture, 750 tests are made over a period of time to check stability. 

Careful checking by quality control not only covers the product itself, 
— also containers, labels, and printed matters concerning the drug. 
It even extends to advertising. 

Senator Krrauver. Mr. Connor, how long is that written statement 
youare reading from / 

Mr. Connor. All finished. It even extends to advertising, every 
step of which is cleared by quality control to insure that. all physic aul 
and chemical descriptions of the drug are accurate. 

Now, I know that is what we do, and I don’t know what these other 
companies do, 

Senator Kerauver. Let me point out that all these smaller com- 
panies have to meet USP requirements the same as you do. They 
all sell to the Government and to the Veterans’ Administration the 
same as you do, which tests their products. We will go into that 
later. 

Why is it that big companies selling mue h more in quantity have to 
charge four times ‘the price of Physicians’ Drug & Supply, for ex- 
ample? 

Mr. Connor. Mr. Chairman, I don’t know what their costs are. 
This is a mythical company you are talking about. It is not in the 
pharmaceutical business, but I have indicated what our costs are, and 
I don’t know that I can do any better than that. 

Senator Kerauver. Very well. 

We will recess until 2 o’clock. 

(Whereupon, at 12:25 p.m., a recess was taken until 2 p.m., this 
same day.) 
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Present: Senators Kefauver, Hart, and Case of New Jersey. 
Senator Kerauver. The committee will come to order. 

The committee is always glad to afford to any Senator the op- 
portunity of testifying at any time that he may wish. We are 
honored today that Senator Jennings Randolph, of West Virginia, 
our distinguished colleague, who has been interested for a long time 
in the problems this committee is considering, wishes to make a con- 
tribution to our record. 


STATEMENT OF HON. JENNINGS RANDOLPH, U.S. SENATOR FROM 
THE STATE OF WEST VIRGINIA 


Senator Ranpo_reu. Senator Kefauver, Senator Case, and Senator 
Hart, in the hearings of the Senate Subcommittee on the Problems 
of the Aged and the Aging, the subcommittee of which I am a mem- 
ber, in the various cities throughout the country we have listened to 
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the poignant and sometimes tragic testimony by senior citizens of the 
United States on the cost of purchasing drugs. 

There are now approximately 16 million persons in this country 
who are 65 years of age and over. As a nation, we must be concerned 
with insuring proper conditions under which they can sustain their 
contributions to our economy. The prerequisites for worthwhile liv- 
ing require an adequate income, decent housing, good health, meaning- 
ful activities, and a responsible place in our society. 

Yet we have learned, Mr. Chairman, that three out of five of our 
older citizens over 65 years have a money income of $1,000 or less a 
year. We have been told that it costs at least $2,500 a year fora 
retired couple to live very modestly in one of our cities. Yet half of 
the couples in this country have less than this amount on which to 
exist. The average couple, husband and wife, receives only about 
$1,440 in social security benefits. 

In the past several months this subcommittee has held hearings in 
Washington, D.C., Boston, Pittsburgh, San Francisco, Charleston, 
W. Va., Grand Rapids, and Miami. These hearings are being contin- 
ued in Detroit on Thursday and Friday of this week. Our subcom- 
mittee members have discussed the problems of aging with local ad- 
ministrators who meet the problems of the aging day by day in their 
own communities. 

Not only have we spoken to officials and experts, but we have pro- 
vided in these hearings a unique form in which literally hundreds 
of older persons themselves have testified directly to the members 
of the subcommittee on their own problems as they have met them. 

These older folk are realists in this field, and although it should not 
have seemed unusual] for them to so-call air their views directly to 
Members of the Senate, they indicated over and over again how grate- 
ful they were for this opportunity. ; 

They indicated that professionals of all sorts spoke for them, but 
they rarely had an opportunity to speak for themselves. 

The problem which we found emphasized coast to coast, Mr. Chair- 
man, was that of maintaining good health at a time when health 
costs were twice the national average and income at about one-fourth 
of its prior level. The solution to the problem of financing the med- 
ical care of the aged should have top priority in the second session 
of the 86th Congress. 

As the older persons themselves talked about the difficulties of 
financing their medical care, they focused our attention over and over 
again on the almost insuperable barrier of the high cost of drugs. 
For example, one woman in Boston told of going to a clinic and hav- 
ing medicine prescribed for her which cost $11. She said “How in 
the world can I pay $11 for a prescription on my income?” 

Rather than being helpful to her, the difficulty of obtaining the 
medicine raised new problems which were not conducive to her re- 
covery. ‘ 

In another city a woman said that she had heard much discussion 
about the cost of medical and hospital care, but she wanted to em- 
phasize the problem which was of acute personal concern to her— 
namely the cost of drugs. She wanted to know what would or could 
be done to help her pay for the cost of essential medicine. 
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A retired steelworker laid out a sheaf of receipts of his medical ex- 
penses. He showed them to the subcommittee. One was a $576 
hospital bill for his wife, and another was a statement showing that 
during 1 year he had paid $452 for drugs. 

Another pensioner told us a story of a woman in her seventies 
who was in the hospital for a 4-week stay and had a bill of $929.65. 
In addition, the subcommittee was shown a pharmacy bill in the 
amount of $450 for vitamins and medicine. 

I recall personally one elderly, carefully dressed gentleman who 
— that his name not be used, who asked, “How can you afford 
to get sick and buy your medicines on a pension income of $118 a 
month ¢” 

Several retired teachers stated that they were handicapped by ar- 
thritis and heart conditions and were required to take medicine on a 
continuing basis. One of them told us of trying to maintain her home, 
buy food, | pay utility bills, and still spend money for drugs and medi- 
cine costing in excess of $800 a year. 

One courtly gentleman who had been retired from one of the auto 
companies said that his wife had been ill for 7 years and required 
a doctor’s care for the entire time. He remarked: “I receive $157 
a month social security, my taxes are going up, I have to pay life 
insurance, and then I har dly have enough to pay for the medicine 
which my wife has to have.” 

He said that “On my next birthday I will be 75, and I have got to get 
help of some kind to meet my bills.” 

Mr. Chairman, other problems presented to us by these citizens in- 
dicated the difference in the cost of drugs in neighboring cities, and 
quite often, variations in prices within the same city. 

When we talk about the problems of inflation, the item that really 
represents a high cost of living to millions of our older citizens is that 
of drugs and medicine, which are vital to their survival. 

I believe that it is appropriate to have your record include some of 
the special health problems faced by rt persons. In one of the 
studies presented to our subcommittee it was shown that the average 
medical bill for a person over 65 was more than twice the average bill 
of a person under 65. 

Of course drugs are included in such a cost. 

The average number of hospital stays for persons 65 and over in 1 
study were 245 per thousand as compared with 149 per thousand for 
those under 65. 

Older persons remain in hospitals approximately twice as long as 
those under 65 and have three times as many hospital bills for care 
per year. In addition, older persons have the least amount of prepaid 
health annie Half of them have no health insurance at all and 
most of those who do are between 65 and 70, many of whom are 
employed. 

I cite these figures. They may seem indirectly related to your 
hearing, but in fact there is a direct relationship. In addition to the 
expenses which we have outlined, there are the costs of essential 
drugs, and whether they are at a median level, a high level, or in 
some instances an exorbitant level, it is a significant cost item to the 
senior citizens of the United States. 
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It was also emphasized to us the fact that the aged of this Nation 
are not asking for charity. They seek independence, and the ful- 
fillment of their birthright as American citizens, namely, the right to 
contribute to our economy and our community life. 

This right is being shortchanged by their low incomes and the high 
and sometimes excessive cost of medical care and drugs. One of the 
vital benefits that can accumulate to our Nation’s senior citizens will 
be achieved if we can reduce the cost of essential drugs and medicine, 
which is now an area of crucial concern, to the 16 million men and 
women in the United States who are 65 years or over. 

Thank you. 

Senator Keravuver. Senator Randolph, we are very grateful to you 
for giving us some of the highlights of the testimony presented to 
the Committee on Aging, and also your personal views about this 
problem. 

Senator Hart, do you wish to ask any questions of our colleague? 

Senator Harr. No. 

Senator Keravuver. Does anyone have any questions? 

Senator Case. No, thank you, Mr. Chairman. 

Senator Kerauver. We are very grateful to you, Senator. 

Mr. Drxon. Mr. Chairman, I would like to make an extraordinary 
request of you, because we are at a particular point with the witness 
Mr. Connor on costs in general and on our exhibit 37. I would like 
to ask that Mr. Philip Berke, the vice president of Formet Labora- 
tories, Inc., be privileged to testify very briefly. I think that the rea- 
son will be obvious after his testimony, because it will give me a basis 
then for further interrogating Mr. Connor, without having to call 
Mr. Connor back on this point. 

Senator Krravver. Is this in connection with the cost of predni- 
sone ¢ 

Mr. Drxon. It is, sir. 

Senator Kerauver. Dr. Berke, have a seat. 

The issue here, and I think it is pertinent, is that exhibit 37 shows 
that, Syntex sells prednisone at $2.36 per gram. Prednisone, when 
the customer buys it, costs a little more than Decadron, which is dex- 
amethasone. Mr. Connor says that Decadron costs him 10.7 cents. 
The costs of both appear to be about the same. 

If you can give us any information about the cost of Decadron, we 
would appreciate having it as briefly as possible, Mr. Berke. 


STATEMENT OF DR. PHILIP BERKE, VICE PRESIDENT, FORMET 
LABORATORIES, ROSELLE, N.J. 


Dr. Berke. Of course I can’t give you any costs on Decadron or 
dexamethasone, because we have not made it, but we are manufactur- 
ing prednisone and prednisolone, and I can give you our selling price 
of prednisone and prednisolone. 

Mr. Peck. Mr. Chairman, I wonder if the witness would please 
identify himself, his company, and his position and history with 
the company. 

Senator Kerauver. Yes. 
Mr. Dixon. Dr. Berke, will you tell us your position ? 
Dr. Berke. I ama vice president of Formet Laboratories. 
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Senator Keravuver. Where is it located ? 

Dr. Brrxe. It is located in Roselle, N.J. 

Mr. Dixon. What is the business of the Formet Laboratories? 

Dr. Berke. It is engaged in research and development and intro- 
duction of steroid hormones. 

Senator Kerauver. The very things are talking about here. 

Dr. Berxe. The very things we are talking about. 

Senator Keravuver. Is it an established, well-known small business? 

Dr. Berke. Very, very small business, yes. 

Senator Kerauver. 1 mean, you have no trouble with Food and 
Drug Administration inspections ? 

Dr. Brerxe. No, we have had no trouble at all. 

Senator Kerauver. Your product meets the USP specifications? 

Dr. Berke. Oh, definitely, certainly. 

Senator Keravver. There is no question about the quality of your 
product ? 

Dr. Berke. No question at all. 

Senator Case. Mr. Chairman, this is my own congressional district. 
Iam very glad to see another constituent. May I ask where? 

Dr. Berke. Millburn. 

Senator Case. Oh, Millburn, not Roselle? 

Dr. Berke. No, my home is in Millburn. My business is in Roselle. 

Senator Casr. And your plant is in Roselle? 

Dr. Berke. That’s right. 

Senator Casr. About where is it? I would be interested because I 
pass there frequently. 

Dr. Berxe. East First Avenue. 

Senator Case. On the way toward Elizabeth? 

Dr. Berxe. That’s right, just-about halfway between Elizabeth and 
Cranford. 

Senator Casr. Right along the railroad ? 

Dr. Berke. That’s right. 

Senator Case. How long have you been there? 

Dr. Berke. Six years. ; 

Senator Casr. I look forward to seeing you there some time. 

Dr. Berke. Thank you. ; " 

Mr. Drxon. Dr. Berke, I believe you are a biochemist in addition 
to being vice president of your company ? 

Dr. Berke. That’s correct. 

Mr. Drxon. You are a Ph.D in biochemistry, as I understand it? 

Dr. Berke. Yes, sir. 

Mr. Drxon. You state that Formet produces prednisone. Would 
you explain to us how you go about it? Do you make it in your own 

lant ? 

. Dr. Berke. No. We developed the process for it from the litera- 
ture of course, and the company that manufactures it for us is Hoff- 
man Taff, which is located in Springfield, Mo. 

Mr. Drxon. This is made for you on your own process? 

Dr. Berke. That’s correct. We gave them the process and they 
are the manufacturer. We have put in some equipment and they 
use some of their own equipment. 

Mr. Dixon. Is this made for you on a controlled basis? 

Dr. Berke. That’s correct. 
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Mr. Dixon. To your knowledge and belief, you are the only small 
firm in the United States that manufactures prednisone and predni- 
solone ? 

Dr. Berke. So far as I know we are. 

Mr. Dixon. Would you contrast that with companies that are com- 
pounders ? 

Dr. Berke. I beg your pardon? 

Mr. Dixon. This is as contrasted to other compounders? 

Dr. Berke. Oh, yes. 

Mr. Dixon. You are actually a manufacturer ? 

Dr. Berke. We are a manufacturer. We sell the bulk chemical 
as such to compounders. 

Mr. Dixon. You sell to compounders ? 

Dr. Berxe. That is correct. 

Mr. Dixon. In bulk form? 

Dr. Berke. That’s right. 

Mr. Dixon. At what prices do you sell bulk form predisone? 

Dr. Berke. We average prednisone at $2.50 and prednisolone at 
$2.75 per gram. 

Mr. Drxon. Do you make a profit at these prices ? 

Dr. Berke. Yes, we do. 

Mr. Dixon. A satisfactory profit? 

Dr. Berke. IT would like more but it is satisfactory. 

Mr. Drxon. Do you engage in research ? 

Dr. Berke. Yes, we do. 

Mr. Dixon. Would you care to state for us the approximate per- 
centage of your research as to your sales? 

Dr. Berke. Well, it is at least 16 percent of our sales. 

Mr. Drxon. We have talked this morning about our exhibit 37 
wherein Dr. Blair explained for the record how he arrived at, the 
price of $13.61 for a thousand tablets of prednisone. Part of that ex- 
hibit disclosed that Syntex in the third quarter of 1959 was selling 
prednisone in bulk form at $2.36 per gram. Does this accord with 
the realities of the bulk market. price for prednisone as you under- 
stand them ? 

Dr. Berke. Yes, it does. 

Mr. Dixon. Dr. Berke, if it were possible for you to obtain all of 
the patent rights and facilities to fully engage in the cortical steroid 
market, what. would you say that the investment would take? 
Would you give me an opinion as to what investment it would take 
for you, or for a very small business firm, to go into this manufac- 
turing process fully ? 

Dr. Berke. Well, of course, that depends on the quantities you want 
to produce, and if the research has been accomplished, the sum 
wouldn’t be too large. 

Mr. Dtxon. Would you say that you could do this on an investment 
of, say $4 or $5 million ? 

Dr. Berxe. Oh, I could do it very well on that. We could do very 
well on $5 million. I would say that we could pared produce all the 
prednisone and prednisolone that is required in the world for a $5 
million investment. 

Mr. Dixon. You mean on a $5-million investment, it is your opinion 
that you could produce all that is required in the world ? 
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Dr. Berke. Yes, sir; after we have the process. 

Mr. Dixon. After you have the process ? 

Dr. Berke. Yes, sir. 

Mr. Dixon. Which you have ? 

Dr. Berke. Which we have. 

Mr. Dixon. Which you have now ¢ 

Dr. Berke. Yes, sir. 

Mr. Dixon. Dr. Berke, you have seen the low price of some of these 
compounding firms. Do you have an opinion why smaller firms are 
not able to get a larger share of the drug market even with their low 
prices ? 

Dr. Berke. Certainly. 

Mr. Dixon. What is your opinion ? 

Dr. Berke. Because the physician prescribes a Schering or a Merck 
product, the brand name rather than the generic name. 

Mr. Dixon. You sell your product in bulk so you don’t have any—— 

Dr. Berke. We have nothing to do with that. 

Mr. Dixon. And you sell to compounders who then sell under 
some trade name ¢ 

Dr. Berke. That’s right. 

Mr. Drxon. Is it your opinion that if physicians prescribed in the 
generic name, the smaller compounders would have freer access to the 
market ? 

Dr. Berke. On that; oh, certainly. 

Mr. Dixon. Suppose a ‘patent were issued tomorrow on prednisone. 
What would be the effect on your operations 4 

Dr. Berke. We would have to stop manufacturing. 

Mr. Dixon. You would have to stop / 

Dr. Berke. That is correct. _ 

Mr. Dixon. Would you apply for a license from the patentee / 

Dr. Berke. Yes; I would, tongue in cheek. 

Mr. Dixon. What would be your expectation of what would happen, 
based on your past experience if you have had any 4 

Dr. Berke. I wouldn’t expect to get it. 

Mr. Dixon. What is the basis for this answer ? 

Dr. Berke. Well, they just wouldn’t license a small manufacturer 
like ourselves. That is just a feeling. I haven’t applied for it, but I 
feel fairly certain that they would not grant usa license. 

Mr. Dixon. Do you think your situation would be the same as that 
of Dr. Julian ? 

Dr. Berke. Oh, yes. 

Mr. Dixon. Would you recite from memory that incident if you 
can ? ; 

Dr. Berke. Well, Dr. Julian is the inventor of an intermediate in 
the corticosteroid field called compound 8 while he was working for 
the Glidden Co. Then when he left the company he applied for a li- 
cense from the Glidden Co. and they would not grant that license to 
him. 

Mr. Dixon. Do you think that would be the general treatment you 
would get from any large company which had an absolute monopoly 
grant by virtue of a patent? 

Dr. Berke. I think so. 
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Mr. Dixon. Are you considering getting into the production of 
dexamethasone? 

Dr. Berke. Well, that is a different problem. We don’t know 
whether the patent is going to be issued. If no patent is issued, we 
certainly would. 

Mr. Dixon. Dexamethasone is in an interference procedure before 
the Commissioner of Patents now. So is prednisone. 

Dr. Berxe. It is a lot tougher to make dexamethasone than it is to 
make prednisone and prednisolone. We would have to do a great 
deal of research. We would have to decide whether we want to spend 
that. money on it. 

Mr. Dixon. Do you think it is within your capabilities to do that? 

Dr. Berke. I think we could do it; yes. 

Mr. Drxon. You think you could do it, but the risk that you would 
be taking would be that 1f that interference was settled or a patent 
was issued to one company, your investment would be a considerable 
risk ? 

Dr. Berke. That’s right. 

Mr. Drxon. We understand that Merck is selling dexamethasone at 
$65 a gram to Roussel, a French drug company. Would you pay that 
price for it? 

Dr. Berke. Yes: I would. 

Mr. Drxon. If you had an opportunity to buy it in bulk form, you 
would pay that price for it ? 

Dr. Berke. Yes; I would. At this time I would. I would prefer 
a license when and if issued. 

Mr. Drxon. Do you have any suggestions to make to the subcom- 
mittee concerning patent policies as they might affect small drug 
manufacturers such as yourself ? 

Dr. Berke. Well, I have something that I wrote. I will read that. 

Senator Krrauver. How long is it, Dr. Berke? 

Dr. Berke. One page. 

Senator Kreravcver. All right. 

Dr. Berke. An individual or company should of course have the 
opportunity to obtain a patent on an invention. However, in the case 
of steroid hormones it is my offhand opinion that the Patent Office 
will have to become much more critical in determining what con- 
stitutes an invention. 

When the Patent Office issues a patent, they automatically issue a 
monopoly on that product the holder of the patent being at liberty to 
keep the product to himself or to issue licenses to other companies. 

I think the holder of the patent should continue to have that right, 
but for the sake of the so-called small manufacturer I would suggest 
certain conditions. 

If the holder of a patent issues a license or cross license to another 
firm, and by his own volition gives up his monopoly on the product, 
then it should be compulsory for him to license all other companies 
wishing a license regardless of the size of the company. 

In order not to retard research and development of new products, 
I would also suggest mandatory issuance of licenses in the case of 
compounds that are not to be marketed as such, but are to be used as 
intermediates for the production of other compounds. 
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For example, a company receives a patent on product A which it 
markets as such. It should of course not be mandatory for the com- 
pany to issue a license on product A to another firm who wishes to 
market the same product. 

However, if another company wishes to produce product A as an 
intermediate for producing an entirely different product, say product 
B, it should certainly be able to obtain a license from the holder of 
product A patent. 

We also believe that the Patent Office should provide a more critical 
examination of patent applications, and in the case of steroids, which 
is a very complicated field, should request a sample of a new steroid 
claimed in the application, including all physical and chemical] data to 
prove the compound structure so that if questioned at some future 
date, one could easily refer to the file sample for a recheck. 

Another point of interest is the issuance of a product patent on a 
new steroid regardless of the yields obtained, and hence eventual cost 
to the consumer. 

Let us assume a hypothetical case of a firm obtaining a product 
patent on a new steroid in which the reported yield is say 1 percent 
or even less of the starting material. 

Let us further assume another firm, say a small manufacturer, is 
able to produce this new steroid at say a 90-percent yield. This latter 
firm can of course obtain a process patent, but unless it receives a 
license from the product patent holder, it can do absolutely nothing 
with its superior process. Such a condition stifles improved process 
research and can create high prices for the consumer. 

I certainly do not know what legislation would be appropriate, but 
it seems to me that here too some compulsory licensing would be in 
order. 

Mr. Drxon. Thank you very much, Dr. Berke. Just one other thing. 
You were here, I believe, when Dr. Blair explained exhibit 37. You 
must have heard his detailed explanation as to how he arrived at this 
$13.61 cost for 1,000 tablets of 5 milligram prednisone. 

Do you think that is a reasonable cost estimate : $13.61 for a thou- 
sand tablets ? 

Dr. Berke. That is a reasonable estimate for companies that would 
buy our product. 

Mr. Dixon. That would buy your product? 

Dr. Berke. At that price, certainly. 

Mr. Dixon. Or from Syntex? 

Dr. Berxe. Or from Syntex. 

Mr. Dixon. At that price? 

Dr. Berxer. That is correct. 

Senator Keravuver. Any other questions? 

Mr. Cuumpris. Yes, Mr. Chairman, I would like to ask some ques- 
tions. 

Senator Keravver. All right. 

Mr. Cuumerts. Dr. Berke, I want to ask a few questions and in ask- 
ing these I don’t want in any way to embarrass your company, but I 
would like to have the information for the record. 

Did I understand you to say that you do not actually manufacture 
the prednisone but it is done in Springfield, Mo., is that correct? 

Dr. Berke. That is right. 
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Mr. Crrompris. You have a process? 
Dr. Berke. That is right. 
Mr. Cuumpris. Do you have a patent or a license ? 

Dr. Berke. No, we do not. 

Mr. Cuumpris. Neither one? 

Dr. Berke. Neither one. 

Mr. Cuumpris. Do you have a plant of your own, a manufacturing 
plant ? 

Dr. Berke. No, we do not. We only have a research laboratory, 

Mr. Cuumpris. Now other than prednisone, what other products 
do you sell or distribute ? 

Dr. Bere. Well, for Formet Laboratories, those are the only two 
products, I have another company that manufactures_a product 
called Allantoin, and I also have that manufactured at Springfield. 

Mr. Cuumpris. How many employees do you have in the com- 
pany ? 

Dr. Berke. At Formet ? 

Mr. Cuumertis. Yes. 

Dr. Berke. Five. 

Mr. Cuumeris. And what would you say your annual sales would 
be ? 

Dr. Berke. Well, I would rather give you that in confidence. I 
don’t want the competition to know that, if I can help it. 

Mr. Cuuments. If it is confidential, I would not ask you for it. 

Dr. Ber«e. It is confidential. 

Mr. Crrumpris. Do you have a selling and distribution force ? 

Dr. Berke. We sell to brokers, brokers and distributors, mostly. 

Mr. Cuumpris. What would you say your selling and distribution 
cost is—or would you consider that confidential also ? 

Dr. Berke. No. What is the question ? 

Mr. Cnumepris. What would your selling and distribution costs 
per year be ? 

Dr. Berke. Very little. 

Mr. Crumeprts. For instance, yesterday, we had testimony from 
Mr. Brown, and I would like to read to you his costs, because what 
we are trying to do is get a degree of relativity in this matter. 

The Schering gross income was $75,100,000-odd. Then its produe- 
tion costs were $16,363,000. Its selling expenses, which I assume in- 
cluded distribution, would be $25,526,000, which was one-third of its 
sales. Its research expense was $6 million. Its administrative ex- 
penses were $6,500,000. Royalties and other expenses were $389,000, 
and they paid $10,509,000 in income taxes, all of which are cost, items. 

Those were the items that they were pointing out that had to be 
added to the cost, as was brought out in the exhibit that Mr. Dixon 
was inquiring about, or the one that was used in yesterday’s testimony. 

Do you have those particular costs similar to what I have read from 
Schering? 

Dr. Berke. No; we are in an entirely different business. We are 
bulk chemical manufacturers. We don’t make any finished products, 
and that is where the cost comes in. 

Mr. Cuumerts. Therefore, what, you would buy from the manu- 
facturer and what you would sell to someone else could not possibly 
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be related to the cost and price setup for Schering or Merck, if Merck’s 
picture is pretty much like Schering’s 

Dr. Berke. The cost of production would probably be about the 
same as ours or less, but their cost of distribution would be much 
greater than ours. 

Mr. Cuumpris. And the other costs as I have given them to you, the 
administration costs and the research costs—— 

Dr. Berke. Why certainly. 

Senator Keravver. Certainly? What do you mean? You have 
them or you don’t have them 4 

Dr. Berke. We don’t get the salaries that the executives of loree 
corporations get. 

Senator Keravver. The important point here is that you can make 
prednisone and make a profit and have 16 percent research and still 
sell it at $2.50 a gram. 

Dr. Berke. That is right. 

Senator Kerauver. Yet a tablet of prednisone is sold by Merck at 
30 cents to the consumer; Decadron to the consumer sells at 27.2 cents, 
and yet Mr. Connor says that it costs him 10.7 cents to make a 
Decadron tablet. Apparently Decadron costs less than prednisone. 

Dr. Berke. Oh, no; it costs less on a tablet basis. 

Senator Kerauver. On a tablet basis? 

Dr. Berke. But not ona gram basis. 

Senator Kerauver. { don’t mean on a gram basis. I say on a tablet 
basis. But this is the cost of one tablet. It is more potent; it is about 
five times as potent. So that the relevance here is that if you can make 
it and sell it and make a profit at $2.50, what about this figure of 7.7 
cents on one tablet of Decadron ? 

Dr. Berke. As I said, their, production is probably not any higher 
than ours, but what their distribution costs are I wouldn’t know. 

Senator Kerauver. This doesn’t. include distribution costs. This 
just says total cost to Merck. 

Dr. Berke. I can’t speak for Merck. 

_ Mr. Croumrris. Dr. Berke, what I was trying to get at— suppos- 
ing your company were to operate just as Schering did under this 
report. You happened to have a company where your gross income 
was $75 million. Could you operate at the method that you were ex- 
plaining to Senator Kefauver and Senator Kefauver was relating to 
you as an example, or would your costs be somewhere in line as to 
the figures that I have shown you from the Schering report ? 

Dr. Berke. When you talk about $75 million companies, I 
wouldn’t be qualified to handle such a company, so I wouldn’t know. 

Mr. Cuvumerts. You couldn’t possibly under your setup and under 
the $2.50 per gram price be able to pay the personnel that would be 
required to sell and distribute through the country or to put in $6.5 
million for research or to set up a force of administrative officials, 
and so forth? 

Dr. Berke. I don’t know anything about that. 

Mr. Cuumerts. Let me ask you one other thing: You say you have 
five employees. What do they do? 

Dr. Berke. Research. 

Mr. Cuumpris. Five people doing actual research. And have you 
developed any processes of your own ? 
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Dr. Berke. Well, we have gotten some new steroids. We haven't 
determined how good they are as yet. We intend to give the products 
to the National fnstitutes of Health for testing, since we can’t afford 
to do our own testing. 
Mr. Peck. Mr. Chairman? 
Senator Kerauver. Mr. Peck. 
Mr. Peck. Dr. Berke, you have five employees doing research for 
ou. I am curious to know what type of research they do, sir. Is 
it basic original research, is it clinical research, or what type of re- 
search is it? 
Dr. Berke. It is not clinical research. It is both basic and process 
improvement research. 
Mr. Peck. Mostly in the steroid field ? 
Dr. Berke. Only in the steroid field. 
Mr. Peck. Only in the steroid field. You have been engaged in 
this research for the last 6 years? 
Dr. Berke. No, sir. 
Mr. Peck. I believe you have been in business for 6 years; is that 
correct ? 
Dr. Berke. No. The question was the 6 years in Roselle. 
Mr. Prcx. Yes. 
Dr. Berke. But the company has been in existence for 3 years. 
Mr. Peck. The company has been in existence for 3 years doing 
basic steroid research ? 
Dr. Brerxe. Basic and process research. 
Mr. Peck. And process research. You actually do not make any 
of the material] at your New Jersey plant, do you? 
Dr. Berke. No; we do not. 
Mr. Peck. And when it is made for you, according to your specifi- 
cations, you run tests on it? 
Dr. Berke. Oh, certainly. 
Mr. Peck. Is this a outer control testing procedure of some sort? 
Dr. Berke. Yes, sir. 
Mr. Peck. And from that point, Roselle, you sell it, do you? 
Dr. Berke. Yes. 
Mr. Peck. Or do you sell it through other merchandising channels? 
Dr. Berke. We sell it through brokers. 
Mr. Peck. Through brokers. 
Dr. Berke. Mostly. 
Mr. Peck. Is most of the research prior to or subsequent to the re- 
ceipt of the bulk material from your manufacturing agent? 
Dr. Berke. I didn’t get that. 
Mr. Prox. Is most of the research which you conduct before or after 
your receipt of the manufactured bulk material from Springfield, Mo. ? 
Dr. Berke. Tam afraid I can’t understand that question. 
Mr. Pecx. Is most of your research conducted by the five people in 
New Jersey 
Dr. Berke. Yes. 
Mr. Peck. Intended to create a material or to test the quality of a 
material which has been produced ? 
Dr. Berke. The research is to improve our processes so that we can 


make a product at a cheaper price and to develop new steroid com- 
pounds. 
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Mr. Pecx. Thank you very much, Dr. Berke. 

Mr. Dixon. Mr. Chairman, just one other question. 

Senator Keravver. Yes. 

Mr. Dixon. Although, as you state, you have only five employees, 
Hoffman-Taff certainly has a far greater number than five employees, 
and you have a contract with them ¢ 

Dr. Berke. Oh, yes; somewhere around 200. 

Mr. Drxon. Aad they use your own process? 

Dr. Berke. That is right. 

Mr. Dixon. They manufacture this for you on a toll basis? 

Dr. Berke. Correct. 

Mr. Dixon. As I recall, you stated you furnished them also not only 
your processes, but some of the equipment ? 

Dr. Berke. That is right. 

Mr. Dixon. That is all. 

Senator Krravver. All right. Thank you very much, Dr. Berke. 

Dr. Berke. Thank you. 

Senator Kerauver. Thank you for your suggestions about the patent 
problems. 

Mr. Connor, will you come back around now ? 

Perhaps Mr. Connor would like to comment on the fact that Dr. 
Berke can make prednisone and sell it at a profit at $2.50 which is the 
basis of, or about in line with, exhibit 37. 

It certainly is a big jump to the price that Merck and the others sell 
it to the druggists for. 


STATEMENT OF JOHN T. CONNOR, PRESIDENT, MERCK & CO., INC.; 
ACCOMPANIED BY DR. PHILIP S. HENCH, DR. EDWARD C. 
KENDALL, DR. AUGUSTUS GIBSON, AND EUGENE L. KURYLOSKI— 
Resumed 


Mr. Connor. Mr. Chairman, I would appreciate the opportunity 
to comment on Dr. Berke’s testimony, because I want to wish him the 
best of luck. 

He is starting out on a small venture in much the same way that 
the senior Mr. Merck started in our company in 1890, and through 
his concentration on research, which I think is the most important 
part of the business, I am confident that Dr. Berke will build up a 
good business. And if he wants to get some patent licenses, I would 
suggest that he apply to Research Corp. because we made original 
process patents and product patents available for licensing to all 
comers by Research Corp. 

I just want to throw this in. I hope he has better luck financially 
than Syntex Corp. did last year. That was the other bulk supplier 
you mentioned. During the intermission somebody showed me their 
annual report for last year, and it turned out that they lost about a 
half million dollars on their operations. I hope Dr. Berke has much 
better luck than that. 

Senator Kerauver. We certainly hope he has good luck. 

Mr. Dixon. Mr. Chairman, on that point perhaps one of the reas- 
ons that Syntex may have had difficulty—I don’t know what the 
exact reason might have been—but one of the questions that you raised 
when we referred to Syntex was that you would like to know what 
their research expenditures were. During the lunch hour these fig- 
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ures were obtained from a prospectus which was filed with SEC by 
the Syntex Corp. For the year 1957 they spent $738,111, which was 
10 percent of their total sales. Going backward in 1956 they spent 
$669,234 which was 9.8 percent of their sales. In 1955 they spent 
$594,052, which was 11.1 percent of their sales. In 1954 they spent 
$797,741, which was 15.2 percent of sales. In 1953 they spent $833,- 
955, which was 13 percent of sales. 

Would you not say that was a considerable expenditure, Mr. 
Connor ? 

Mr. Connor. I certainly would, and I thank you for that informa- 
tion, Mr. Dixon. 

Mr. Drxon. It was public, sir. 

Mr. Connor. Thank you. I would like to say, however, that the 
conditions which Syntex operates under in Mexico are somewhat dif- 
ferent. from those that we operate under in the United States. I 
know that we pay salaries of chemists that are considerably higher 
than they pay in Mexico and many other operating costs and condi- 
tions are different. In spite of that they showed a net loss of about 
$500,000 last year. 

But again, I respect some of their research accomplishments. I am 
delighted that they are spending that high a percentage of sales, but 
in light of their financial operations, they may have to cut. back some- 
where. 

Senator Krerauver. They have been selling bulk prednisone for a 
number of years, and I don’t. know what they did last year. They 
made over a half million dollars. in 1957, a million and a third dol- 
lars in 1956, so they have done pretty well over the period of years 
in selling in bulk at very low prices. 

Mr. Connor. It shows this business has its ups and downs, and that 
just confirms my point. 

Mr. Drxon. Our question to you and the purpose of introducing 
exhibit 37, was to attempt to get you to explain for us if you could, 
or if you would, the difference between $13.61 and $170, which we 
figure is 1,249 percent. 

Mr. Connor. Mr. Dixon, I explained to you that our profit margin 
is about 12 percent of sales on these products, and our markup is 3314 
percent. I just don’t know about the costs of other firms. They don’t 
tell me that. And when you put together a fictitious business made up 
of Syntex bulk sales and then some quotations from a company that I 
don’t know anything about, and then you concoct their cost. structure, 
T don’t know what I can comment about it. 

But I can refere you back to our costs and that is what I will have 
to do. 

Mr. Dtxon. That is the reason we called Dr. Berke, to attempt to 
get. away from the fictitiousness because he said this was in line with 
his costs. 

Mr. Connor. You have still left unanswered a very important part 
of this equation. 

You have now shown that some of this bulk material is available, 
and I have never contested that. But there is an important part, and 
that is why the physician prefers to prescribe a Merck product. even 
though he knows his patient is going to have to pay a higher price 
than he would pay for the product of some of these other firms that 





ADMINISTERED PRICES 8065 


are listed. Now Dr. Hench, who is an outstanding rheumatologist 
in this field, is here today and I sincerely request that you might ask 
him that question, because I think it is essential to an understanding 
of the economics of this business. 

Senator Kerauver. This whole matter of detail men is a subject 
that we will go into at a later time. 

Mr. Connor. It is much more complicated than that, Mr. Chair- 
man, but if you don’t want to go into it, fine. 

Senator Kerauver. We are going into it but we are not going into 
‘ é S S > S 
it right now. 

Mr. Drxon. Mr. Connor, does Merck sell prednisone outside the 
United States ¢ 

Mr. Connor. Yes, sir; we do. 

Mr. Dixon. Mr. Chairman, we have an exhibit here which I would 
like Dr. Blair to explain. I would like to ask that it be marked ex- 
hibit 39. 

Mr. Connor. Mr. Dixon, may I ask if that chart is now going to be 
removed ? 

Mr. Drxon. No, sir; we will get back to it. 

Mr. Connor. I hope you do, sir. 

Senator Kerauver. All right, this will be exhibit 39, It relates to 
foreign sales of prednisone by Merck & Co. 

(Exhibit No. 39 follows :) 

PREDNISONE 
Merck’s prices to druggists, comparative United States and foreign, 1959 
[5 mg. tablets, bottles of 100] 
“ Price to 
City and country: druggist 
London, England 1$7. 538 
Rio de Janeiro, Brazil : s 214.15 
Amsterdam, Holland 16. 05 
Vienna, Austria___ E 117.16 
RUE CNUs 6. niaenbonwe Seienstaenm Aaa cies das 17. 90 
Toronto, Canada_____--~~- seca ; 120. 80 
Rome, Titty... ... a fas [ ; Rosas | > Oe 
Cone TANG 122. 99 


Sydney, Australia 194.00 
Tokyo, Japan_ 


1 Calculated from price for 30. 
£2 Calculated from price for 20. 


Source: U.S. price: American Druggist Blue Book, 1959-60. Foreign prices: Collected 
by the U.S. Department of State through the American Embassies in spring of 1959. 


Dr. Buarr. Mr. Chairman, this is a very simple table entitled “Pred- 
nisone—Merck’s prices to druggists (5 mg. tablets, bottles of 100) ,” 
giving Merck’s price in each of 10 countries. 

The source of the information was a special survey made at the 
request. of the subcommittee by the State Department. Officials in 
the embassies in the various countries obtained the basic data in those 
countries, forwarded it to the State Department where is was com- 
piled, and subsequently transmitted under letter to the subcommittee. 

The figures relate to spring 1959. The table lists the countries in 
order of ascending price starting with Great Britain. In London 
Merck’s price to the druggist according to the information which 
we received from the State Department was $7.53. This contrasts 
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to the price in the United States of $17.90, a price which we have 
referred to previously. 

There are in all 4 countries among those for which this informa- 
tion was obtained in which Merck has a price lower than that of the 
United States. 

Its price in Rio de Janeiro, Brazil was $14.15. 

Senator Krravver. I think the table speaks for itself. 

Dr. Buatr. And Holland and Austria. 

Mr. Drxon. Mr. Connor, is the prednisone manufactured in the 
United States that you sell in Great Britain ? 

Mr. Connor. Mr. Dixon, there appears to be widespread misunder- 
standing regarding the comparative price levels of steroids at home 
and abroad. The fact is that the majority of our foreign steroid 
prices are not lower at the wholesale or distributive level than the 
prices of these same products in the United States. 

This is true both in the case of steroid drugs we produce and sell 
abroad and in the case of products we manufacture here in the United 
States and ship overseas either in bulk or in finished pharmaceutical 
form. The wholesaler or distributor price is the price we receive. 

In countries where we do not have our own operations abroad, we 
have no connection with the prices established of the subsequent dis- 
tribution of the product. Whether the price ultimately paid by the 
foreign consumer will be higher than, lower than or the same as the 
price paid by the consumer domestically will depend upon a variety 
of other economic factors which will become operative only after our 
sale has been completed and over which we have no control. 

In any consideration of this question, therefore, there are certain 


general qualifications that must be kept in mind. In the first — 


approximately 70 percent of the steroid pharmaceutical sales abroad 
are of products produced wholly or in part by own foreign subsid- 
iaries or branches. 

As I have indicated in my comment about Mexico, the consequence 
is that our costs are partially or wholly determined by economic con- 
ditions within the country of sale. We all are familiar with the fact 
that foreign material, labor and other costs of doing business are 
frequently below our own. It is also common knowledge that many 
countries impose duties upon imports that accord a substantial mar- 
keting advantage to goods produced within those countries. It is 
evident that where we have the benefit of these lower costs, we can 
sell our finished pharmaceutical products at a lower price than would 
be possible in the United States. 

Now as an example of lower costs, a pharmaceutical detail man in 
England is paid £75 sterling or about $210 in U.S. money compared 
with $600 or more a month in the United States. 

A secretary in Holland might get 425 guilders, or the equivalent 
of $112 a month in contrast to a secretary here who would earn $390 
or more a month. A janitor in Argentina earns about 3,700 pesos or 
the equivalent at present exchange rates of about $45 a month in 
contrast to our janitor in the United States who earns $2.05 an hour, 
or $350 a month. 

Mr. Drxon. Mr. Connor—— 
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Mr. Connor. May I go on please because this is very important. 

Mr. Drxon. I know it is but I asked you a question and you read me 
a lecture. I think it is all interesting and I think you should give it in 
due time. But I asked you a question whether the prednisone that was 
sold in Great Britain was produced in the United States, and I am 
not talking about tableting. I want to know whether you manufac- 
tured in the United States the bulk prednisone that was sold in 
Britain ? 

Mr. Connor. The answer is no. 

Mr. Dixon. The answer is no? 

Mr. Connor. Yes. 

Mr. Dixon. Where was it produced ? 

Mr. Connor. Some of it was produced in our Canadian operation 
some of it in our Dutch operation, and the wholly pharmaceutical 
formulation activity was completed in England. 

Senator Kerauver. Why is it that you can sell to a drug store in 
London at $7.534 Why do you have to charge $17.90 here ? 

Mr. Connor. On that question, Mr. Chairman, I have in front of 
me the comparative U.S. and English prices of Decadron, which as I 
indicated is our most important steroid hormone. 

Senator Kerauver. We are staying with prednisone right now. 

Mr. Connor. The situation is roughly the same. The U.S. price 
to wholesalers is—— 

Mr. Dixon. We didn’t have any information from the State Depart- 
ment on Decadron. 

Mr. Connor. Would you like the facts, sir? 

Mr. Drxon. I would like for you first to stick with prednisone. 


Mr. Connor. I have no ny of checking on this fact at the moment. 
2 


I am prepared to give you t 
they are about the same. 

Senator Kerauver. I am just asking you a basic question. Why is 
it that the druggists in the United States have to pay more than 
twice as much he your product in the United States than they do 
in London ? 

Mr. Connor. Mr. Chairman, may I complete my statement and I 
will answer that question in doing so. 

Senator Kerauver. Can’t you just answer it? You seem to have 
some paper you are reading. 

Mr. Connor. The fact is that I don’t think he does. I think that 
in these cortical steroids the wholesaler in England who is our cus- 
tomer pays about the same, in fact a little bit higher than the whole- 
saler in the United States. 

Mr. Dixon. These are drug prices to the druggist as reported to 
us from the State Department. 

Mr. Connor. Well, the State Department is fine in its business field, 
Mr. Dixon, but I have the facts here about our business. 

Mr. Drxon. Do you know what the druggist has to pay for predni- 
sone in Great Britain? 

Mr. Connor. Well, if the chairman wants me to, I would give him 
the reasons, and I would like to complete the statement. 

Mr. Dixon. How much longer is the statement that you are going 
to read ? 


e comparative prices on Decadron and 
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Mr. Connor. Not very much, sir. It won't take long and there 
has been so much public discussion of this by Senator Smathers and 
others that I really would appreciate the opportunity to explain this, 
because I think it is important. 

There is a lot of public misunderstanding on the subject. 

Mr. Drxon. You go ahead. 

Mr. Connor. Thank you. 

Consequently, we cannot compare the price of a drug produced 
in the United States with the price of a drug manufactured abroad 
from foreign raw materials, or manufactured abroad from domestic 
raw materials shipped overseas in bulk. 

Thus, when comparing foreign prices of U.S. mamifactured phar- 
maceutical steroids, we are talking about 30 percent of our foreign 
business of this kind. 

Secondly, discount structures in the foreign nations ars usually 
different from what they are in the United States. Where this is so, 
the price to the foreign consumer will be different from the domestic 
list price even where the price we receive from the foreign distributor 
or wholesaler is identical to the wholesale price we receive in the 
United States. 

Third, foreign currency may have been devalued in terms of U.S. 
dollars. This has happened frequently, for example, in South Ameri- 
can countries. Normally, any change in the price to the consumer 
of the pharmaceutical product abroad lags behind the change in the 
rate of exchange. Obviously, as the foreign currency weakens, the 
foreign catalog price of the product will decrease in terms of U.S. 
dollars, although we don’t sell in terms of U.S. dollars in those coun- 
tries, so that it is a rather difficult comparison, any way. 

Finally, competitive market conditions in particular foreign coun- 
tries may require us to set prices that would be unrealistically low 
by American standards. Since we do not operate our business on 
a single-product basis, inevitably ¢ertain products will sell for higher 
prices than others. This is a business judgment that all business- 
men must make. 

We believe that it is important for us to do business in this foreign 
markets. We also believe that it is important for us to keep the 
name of our company before the doctors, druggists, and members of 
the public in these countries in order to assist us in marketing other 
products, particularly tomorrow’s products of research. 

It should be obvious that it is impossible to draw any general com- 
parison between foreign and domestic pharmaceutical prices. There 
is no such thing as a single “foreign price.” The prices of drugs 
abroad differ between countries for the reasons I have stated. 

In order to provide a useful basis for discussion, therefore, any 
question seeking to compare a domestic price with the price of the 
sume product overseas must specify the particular country, the prod- 
uct, the date of the foreign price, and the rate of exchange. 

I will be very glad to respond to you when I have had the oppor- 
tunity to look up the list of facts that I will need in order to make 
this comparison on the list you have just handed me right now. 

Mr. Drxon. I listened very carefully to the reasons you gave for 
this difference. One of them, I think you said, was the cost. of pro- 
duction, labor, detail men, productive labor; is that correct ? 
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Senator Krerauver. Yes; that is right. 
Mr. Connor. Yes. 
Mr. Dixon. That is one of them. I would like to read something 
and ask for your comment on it. This is from the Chemical F und 
Newsletter, No. 17, of November 1959. It is our understanding that 
the Chemical Fund is quite interested in this field, and it is cer- 
tainly an authority on the question of labor. This is contained on 
page 1 of this newsletter : 

U.S. chemical and related companies have low labor costs per unit of output. 
Over 65 percent of U.S. chemical plants are operated by less than 20 workers 
each. As a result, it takes only 883,000 American workers to produce $25 
billion of chemicals a year, while in Europe by comparison it take more than 
1,400,000 employees— 
nearly double— 
to produce only $10 billion worth of chemicals a year. 


Do you have any comment on that, sir, with respect to your state- 
ment that that ex lains it from a labor standpoint ¢ 

Mr. Connor. Yes, sir; I do. That may be true of the chemical 
industry as a whole. I don’t know that it is, because I haven't seen 
that article. But it certainly is not true of ‘the pharmaceutical in- 
dustry, because we need just as many detail men in this country as we 
do in England to cover the doctors per capita. 

Mr. Dixon. In other words, is all this high cost attributable to detail 
men? Is that what Americans are paying for, the cost of detail 
men ¢ 

Mr. Connor. No, sir. We need just as many research chemists to 
get a job done. 

Mr. Dixon. They need just as many researchers over there to get 
the job done, too, do they not ? 

Mr. Connor. Yes. I think the numbers are rather comparable. 

Senator Kerauver. I still don’t understand why druggists in 
London buy this drug for $7.53 and our drugstores have to pay $17.90. 
You say some of it is made in Canada, yet in Canada you charge $20.80 
to the drugstores. You send it over to England and sell it to the 
drugstores for $7.53. That doesn’t look quite right either to our 
Canadian friends or to our people here, Mr. Connor. 

Mr. Connor. Mr. Chairman, as I indicated, we meet different 
market conditions in different countries, and we try to meet the 
market situation in a particular country. But I don’t know that these 
figures are right and I am not ace epting them. I don’t care if they 
came from the State Department. I would like to check them. 

Senator Kerauver. We have had them checked very thoroughly, 
Mr. Connor. 

Mr. Connor. I don’t question that, but you may not have applied 
all the checks to them that I would. 

Senator Kerauver. Mr. Connor, I am sure you wouldn’t be selling 
in London unless you were making a profit. You wouldn’t go into a 
market unless you made some profit or at least. broke even. would 
you? 

Mr. Connor. I wouldn’t be too sure of that, Mr. Chairman. As I 
indicated, we do try to stay in the markets that are important to us. 

35621—60—pt. 1416 
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Senator Keravuver. If you make a profit selling to the drugstores 
in London at $7.53—— 

Mr. Connor. As I indicated in my statement—— 

Senator Keravuver. That is just about what U.S. Vitamin & Phar- 
maceutical is selling it for over here. 

Mr. Connor. Mr. Chairman, may I now comment on that chart? 

Senator Keravuver. No. I still want you to explain why our drug- 
gists have to pay so much more than they do in England for your 
drugs. 

r. Connor. On the specific product that I looked up, Mr. Chair- 
man, the prices in England and the United States to our customers 
are approximately the same. Now on other products they may vary. 

On prednisone, for example, it is made in other countries where 
the conditions are quite different. Our costs are different, and it 
may be that our price in England is higher on that one than it is in 
the United States. But again I would like the opportunity of check- 
ing the facts. 

Senator Kerauver. You had figures on some other drug that you 
sold in England. What was that? 

Mr. Connor. On Decadron. 

Senator Kerauver. Decadron? 

Mr. Connor. Yes, sir. 

Senator Kreravuver. That is all manufactured here? 

Mr. Connor. It has been up until the present time. We are about 
in a position to manufacture it in England very shortly. Our price 
from U.S. production on Decadron to the wholesaler is $9.13. This is 
for a 0.5 milligram tablet, which is the preferred size in England, 
contrary to what the medical profession in the United States prefers. 
Our English price to the wholesaler is $9.04 for comparable size, 
comparable quantities, or a difference of 1 percent. Now the list 
price—— 

=" Keravuver. What do you sell it to the drugstore for over 
there ¢ 

Mr. Connor. In England, as you know, there is a system of social- 
ized medicine, and the distribution picture is quite different than it is 
in the United States. 

Senator Keravuver. You have to pay transportation and tariff duties 
to get it over there? 

Mr. Connor. Yes, sir, we do, and it is not very much for drugs. 

Senator Keravver. It is substantial. But in spite of the fact that 
you pay transportation and tariff even on Decadron, you sell the 
British at a lower price, and you don’t give the United States people 
any break. ‘ 

r. Connor. Again I just reaffirm that we try to be competitive 
in the market in which we are doing business. 

Senator Kerauver. Whatever the price is, you are going to meet it? 
Mr. Connor. Excuse me just a minute, Mr. Chairman. 
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I have just been brought up to date. Our production in England 
has started, and that is the basis for this difference here. So that 
again we are not looking at a comparable situation. 

Senator Kerauver. But what you are talking about here is 1958 
when you shipped it over. 

Mr. Connor. No, sir. This figure I have here apparently is with 
respect to our production in England from foreign sources and inter- 
mediate production. 

Senator Keravuver. The State Department survey was made in early 
1959. 

Mr. Connor. Well, it just shows how quickly things change in the 
industry, Mr. Chairman. 

Mr. Drxon. Mr. Chairman, you pointed out to Mr. Connor, and 
I direct his attention again to the exhibit on the easel, in 1958 from 
Merck’s own records it is disclosed that you sold bulk prednisone to 
U.S. Vitamin in the amount of 6,750 grams for $49,200. So it was 
your own sales to them at a bulk price that they started with, and 
they tableted the product, and they offered to sell it to the druggist 
at the price of $9.33, which is reflected on the exhibit, as compared to 
your price of $17.90. 

They probably bought in bulk from others, but at least you sold 
them that many grams for that price in 1958. We understand since 
that time that the bulk price has fallen. 

Mr. Connor. Would you like me to comment on that ? 

Mr. Dixon. Yes, would you comment ? 

Mr. Connor. Yes. 

Before the noon recess my attention was directed to this exhibit, 
and I was asked if I had any comment. I do have a few additional 
comments which I hope will. be helpful to the committee in under- 
standing why it appears on that chart that Merck’s price, along with 
Schering and Upjohn, is considerably higher than those of the smaller 
companies listed. These reasons are in addition to the fundamental 
differences in cost due to the amount and differences in research and 
other factors that I discussed earlier. 

First, neither I nor my associates can tell whether the lower prices 
indicated on that chart, exhibit 9, for the other companies such as 
Lannett, U.S. Vitamin and Pharmaceutical, are wholesale prices, 
sales to wholesalers, prices to physician supply houses, prices to hos- 
pitals or prices to Government, or a composite. 

Mr. Drxon. Excuse me for interrupting you, sir, but it is very 
plain from the exhibit that they are prices to the druggist. 

Mr. Connor. Thank you very much. 
Second, and most important of all, the actual facts are that our 
price received on actual sales is not $17.90 per hundred to the retailer. 

I would like to introduce at this time an exhibit for Deltra, which 
is our brand of prednisone, which shows the prices we in fact did 
receive during this period in the channels of trade. 
Senator Krerauver. We will make this exhibit 40. 
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(Exhibit No. 40 follows :) 
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(A letter subsequently received from Merck relating to the above 

exhibit follows :) 
MERCK & Co., INC., 
Rahway, N.J., December 16, 1959. 
Mr. Pau Ranp Dixon, 
Counsel and Staff Director, Subcommittee on Antitrust and Monopoly, Com- 
mittee on the Judiciary, US. Senate, Washington, D.C. 

Dear Mr. Dixon: In a discussion with Mr. E. W. Browne after the hearing 
last Wednesday, certain questions were raised as to some of Mr. Connor’s and 
Mr. Kuryloski’s statements concerning the pricing of our oral steroid tablets to 
retail druggists. Having had an opportunity to review this testimony in the 
light of his questions, we would like to clarify and correct certain of the state- 
ments. Some confusion seems to have arisen in the witnesses’ minds as to 
whether the questions related to all oral steroid tablets or to the prednisone 
(Deltra) oral tablets only. The comments that follow should serve to make 
the record clearer and more accurate on these points. 
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With respect to the chart which Mr. Connor introduced relating to our net 
return per tablet for 5 mg. Deltra tablets (Exhibit No. 40), the prices for 
packages of 30 tablets, 100 tablets, 500 tablets, and 1,000 tablets were prices 
to the retail druggist as shown in our catalog. The price for the 5,000 tablet 
package was instituted by general letters to our sales representatives who in 
turn advised the druggists of this availability. The chart in exhibit 40 fails 
to reflect the fact that the 30 tablet size was instituted on May 2, 1955, the 
100 tablet size on May 20, 1955, the 500 and 1,000 tablet sizes on July 20, 1955, 
and the 5,000 tablet size by general letter to salesmen on August 25, 1955. These 
prices continued for the period indicated on the chart to all retail druggists. 
The larger bottle sizes were instituted as a means of meeting competition as 
we saw it developing in the early stages of our marketing the product. 

We did not meet lower competitive prices to the retail druggist in individual 
instances below these prices. However, Mr. Connor and Mr. Kuryloski were 
correct in pointing out that our average net return on sales to retailers decreased 
as the quantity sizes were instituted and as the druggist increasingly took 
advantage of the larger size containers available to him. 

Mr. Connor testified that we sell about 39 percent of our steroid tablets 
through wholesalers. The figure for Deltra oral tablets to wholesalers at the 
present time is about 16 percent. Mr. Kuryloski testified that the portion of 
our total sales to State agencies and hospitals was actually very small. This 
was true for all steroid products, but as to the Deltra oral tablets alone, we 
estimate that it was about 43 percent. 

(Transcript corrections noted at this point have been incorporated into the 
printed record. ) 

We request that this letter be printed in full at the point in the transcript to 
which it pertains with footnotes at the appropriate lines in the testimony re- 
ferring to it. 

Sincerely, 
FRED BARTENSTEIN, 
General Counsel. 


Mr. Connor. Let me say that due to the forms of competition 
actively and persistently at work on a day-to-day basis, we actually 
receive a much lesser price for these tablets from our customers 1n- 
cluding, as we must, sales to retailers, doctors, hospitals, and whole- 
salers. 

Senator Keravuver. Is the price $17.90 by Merck, Upjohn, and 
Schering? 

Mr. Connor. This chart shows not Schering or Upjohn prices, 
but our prices, and it shows that the average price received went as low 
as $100 per thousand, or 10 cents per tablet, as compared to the $17.90 
represented on exhibit 9, which just shows our catalog price. 

The chart. shows that from the time of its introduction to the market 
competition has forced us to various price measures resulting in the 
gradual but persistent movement down of the average price received 
as compared to the levels of retail prices or catalog prices represented. 

Mr. Drxon. Excuse me for interrupting you at that point. Do the 
prices that are represented on this chart. include not only the price to 
the druggist, but the price to the Government. and to the hospitals and 
everyone else ? 

Mr. Connor. Not. prices to the Federal Government, but they do 
show the prices to other governments, yes. 

Mr. Drxon. In other words, they are scrambled here. There is 
something besides drug prices. That chart over there just applies to 
druggists. 

Mr. Connor. Well, our chart shows what. we actually receive from 
customers, and most of our business is with wholesalers and retailers. 
But in that line of trade, the waviness of the line is attributable to 
the fact that our actual prices to druggists fluctuated below the 100- 
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tablet-size price, because of our quantity discounts in effect for retail- 
ers, and that we have met and initiated low quotations to hopsitals 
and local government institutions as the competitive situation 
required. 

Senator Kerauver. Mr. Connor, I think we would get along a whole 
lot better if we would stay with druggists. That is what we are talking 
about here. We will get to the governments and to hospitals and to 
others later on. 

I would think that you would be discriminating between druggists, 
selling to some at $17.90 and making a lower price to some other drug- 
gist. If you are doing so, you have been violating the Robinson-Pat- 
man Act. 

Mr. Connor. We are very careful, sir, not to violate the Robinson- 
Patman law and the quantity prices on Detra were available to all 
druggists. We do meet competition on sales to hopsitals and local 
oo institution in specific local situations as that competition 

evelops, so that the steady line depicted on exhibit 9 is not in accord 
with the market conditions. 

Now, I would like to say—— 

Senator Keravuver. Let me ask you, is this average price received? 
That includes, as you say, hospitals and institutions? 

Mr. Connor. And wholesalers, I would like to get in the fact that 
we sell about 16 percent of this product through wholesalers to whom 
we accord a 20 percent discount from the cataleg retail druggist price. 

Senator Keravuver. The wholesale prices, according to you catalog, 
are 15 percent under your retail price. 

_ Mr. Connor. In this particular case there is a discount of 20 percent, 
sir. 

Senator Keravuver. 20 percent under? 

Mr. Connor. We do have a schedule of the prices shown on that 
chart, and—excuse me just a minute. 

If you are going into the specific situation on each price line, I would 
like to have the privilege of asking Mr. Eugene Kuryloski, the direc- 
tor of sales and marketing, to join me at this time. 

Senator Keravver. He can sit with you there. 

I take it you don’t have one price for one drug store and another 
price for another drug store; do you, Mr. Connor? 

Mr. Connor. Let me explain it this way, sir. Competition among 
manufacturers exists in these steroids in all markets. This competi- 
tion includes price competition as well as research, product develop- 
ment, and quality competition. 

A. price determined by competition is fair and reasonable according 
to the philosophy of the American economic system and American law. 

Senator Keravver. Mr. Connor, every time I ask you a question you 
have some book or paper that you start reading from. 

Mr. Connor. I thought I would do you the honor of coming well 
prepared, sir. 

Senator Kerauver. Somebody has written something there for you. 

Mr. Connor. I have done a lot of it. 

ragga Keravver. Let’s just talk about it. My question was very 
simple. 

To one drug store you sell according to your catalog at $17.90. Does 
that mean you make a discriminatory price to another drug store 
across the street ? 
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Mr. Connor. As you have pointed out, price reductions to retail 
druggists must under the Robinson-Patman Act be made generally 
available. Such price reductions will almost immediately come to the 
attention of competitors and will be met by them at once. 

Therefore, anh reductions will not result in increased business, but 
only in a decreased dollar volume of sales; since a particular piece of 
business from a retail druggist will ordinarily not justify a general 
price reduction, there is no commercial incentive to make this kind of 
price reduction in the absence of some overriding commercial consider- 
ation. 

Senator Keravver. That doesn’t answer my question. I don’t know 
what question that applies to. My question is—you list in your cata- 
log that you sell to druggists and druggists tell me that you sell 
to them at $17.90. Do you mean that you make a different price for a 
competitor of the druggist ? 

Mr. Connor. Mr. Chairman, may I introduce Mr. Kuryloski, direc- 
tor of sales and marketing of our pharmaceutical division who will 
answer that question ? 

Senator Kerauver. We are glad to see you, sir. Maybe we will get 
along better with you than we do with Mr. Connor. 

Do you have your answers all written out as he does? 

Mr. Kurytoskti. No, sir; I don’t. 

Senator Kreravver. Mr. Connor has put up a chart in which he has 
scrambled prices sold at competitive bids to institutions and to the 
Government, which we will go into later on. I am not saying that 
these are actually the prices. My question is, in your catalog you 
and Upjohn and Schering all have $17.90. Do you sell to one drug 
store at a lower price than you do to his competitor? 

Mr. Kurytosxt. No, sir; we do not. Our catalog, Senator, shows 
a list price and a net retail price, and we are now asking the net re- 
tail price. We show prices for bottles, small bottles of 30’s, 100’s 
and 1,000’s. 

Then we have what we term a general letter price which is a price 
for 5,000 in singles—in bottles of single 1,000’s, and there is a price 
advantage at each level. 

Senator Keravver. This is a price in 100’s up here. 

Mr. Kouryzosxt. The prices, sir, on our chart show the various 
levels, the smallest bottles, the 100’s, the 1,000’s, and the 5,000’s price. 

Senator Keravver. Is this chart right in showing a price of $17.90 
which you sell per 100, 5 milligram tablets, to druggists? 

Mr. Kurytosxt. They can buy at the 100’s if they wish or if they 
desire the 1,000’s. 

Senator Kreravver. I just ask if this price is right? Is this chart 
right? 

Mr. Kurytoskt. I don’t believe, sir, that anyone has disputed that 
$17.90 is correct. 

Senator Krerauver. Who fixed that price in the first place? How 
did it happen that you and Upjohn and Schering all arrived at ex- 
actly the same price of $17.90? 

Mr. Kurytosxt. Well, sir, we entered the market later following 
Schering by several months, and as with any commodity which is 
identical, we felt it to our advantage to meet their price. 
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Senator Kerauver. You just followed their price exactly ? 

Mr. Kurytoski. Yes; we did. 

Senator Kerauver. Whether your cost of manufacturing is higher, 
or lower, you just follow their prices? 

Mr. Kury.osxt. We only know, sir, our own manufacturing. 

Senator Kerauver. Why didn’t you meet the price of U.S. “Vita- 
min & Pharmaceutical. They sell a good deal. 

Mr. Kurywoski. Via the route of the declining line there, sir, 
in the latter part of 1958 our average return actually was just about 
what is indicated on your chart at about 10 cents per tablet. 

Senator Kerauver. The average includes all kinds of sales. We 
are talking about prednisone. 

Mr. Kurywoskt. No; this chart refers only to prednisone. 

Senator Kerauver. I mean what you have down there includes sales 
to hospitals and to State agencies and things of that sort, we are just 
talking about druggists here now. 

Mr. Kurytosxi. The portion of the total represented by State 
agencies and hospitals is about 40 percent, sir. 

Senator Kerauver. I was much impressed by Mr. Connor’s long 
discussion about the history of Merck, and I have read the story of 
Merck and Merck’s life in some other books. It is true that Mr. George 
Merck believed in being competitive and he opened up patents con- 
siderably. We will talk about that later, and how he cut the price 
of cortisone, hydrocortisone, prednisone and all your other products 
as manufacturing techniques improved. 

But you have had cortisone at the same price since 1954, Mr. Con- 
nor, haven’t you? That idea of cutting as efficiency became greater 
seems to have stopped in 1954. 

Mr. Connor. No, sir; it hasn’t, neither on prednisone nor on our 
new product, dexamethasone, which is much more important to us. 
Actually when we introduced dexamethasone, we introduced it at a 
retaif list. price 10 percent lower than prednisone, prednisolone, and 
the other competitive products at the moment. We have that price 
advantage over those products which has been important to us in 
making the initial impact on the market. We think that dexameth- 
asone represents a product that is superior in some respects and it 
also had this economic advantage for the doctors to prescribe for 
their patients. 

Senator Kerauver. Mr. Connor, look at exhibit 8 and you will 
see that you have been selling cortisone for $5.48 to the druggist since 
1954. You have been selling hydrocortisone, which you call Hydro- 
cortone, for $8 

Mr. Connor. Mr. Chairman, what exhibit is this? 

Mr. Dixon. This is our exhibit 8. 

Mr. Connor. Yes. 

Senator Kerauver. None of these products in the last 5 years have 
you reduced in price at all. 

Mr. Connor. I don’t think that is the case. I would like Mr. 
Kuryloski to comment on this if I may. 

Mr. Kuryvosxt. The chart 

Senator Kerauver. These are prices taken from the Blue Book. 
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Mr. Kurytoskt. These Blue Book prices, sir, refer to the offering 
price based on a single hundred. Our actual return from the retailers 
based on our IBM reports would follow just about this same pattern 
of waviness as you see on the chart. 

Senator Keravuver. We are talking about 100’s here. You have 
not reduced the price on any of these products except in prednisone 
in 200’s, in 5 years. 

Mr. Kurytoskr. The druggist has had a decrease in price, sir, via 
the route of increased quantity buying. 

Senator Kerauver. But I mean on the quantities of 100, which is 
1 gram as shown on this chart, you haven’t made any reduction 
at all. 

Mr. Kurytoskt. Perhaps if you wish to talk in terms of grams or 
bott les—— 

Senator Kerauver. Just look at the chart and see if it is not correct, 
Mr. Kuryloski. 

Mr. Kurytoskt. The chart refers to a list or retail price. 

Mr. Drxon. Do you call the price to druggists retail 4 

Mr. Kurytroskt. Retail price, sir. RD price is our price to the re- 
tailer. 

Mr. Connor. It is retail to us, sir, and this chart does not reflect the 
actual market conditions, the money that we actually got for the quan- 
tities we sold. 

Mr. Drxon. You are saying that you sell beneath your publicly an- 
nounced price to some customers? Is that what you are saying? 

Mr. Connor. No, sir, I don’t say that. I say that these quantity 
discounts which we have shown on that chart are available to all drug- 
gists, and most of them prefer to buy the larger quantities in order to 
get the advantage of the lower cost, so that our return is quite a bit 
lower than the prices that you have shown here for the 100s and the 
smaller quantities. 

Mr. Dixon. You choose to answer the question asked about quan- 
tities of 100s by giving us an answer that somebody bought greater 
than 100s and thereby got a discount? Those discount prices are 
offered fairly uniformly by all your competitiors on quantity sales, 
are they not ? 

Mr. Kurytoskt. I really don’t know the full extent of our com- 
petitors’ quantity discounts. However, we do know the movement of 
our own products in terms of hundreds, thousands, and 5,000 quan- 
tities. In addition to that we recognize that we must operate under 
the specific conditions of the Robinson-Patman law. We meet com- 
petitive situations, and as that line will indicate, the competition has 
become more aggressive over the years, and in 1958 actually cut the 
market down materially. 

Mr. Dixon. Mr. Brown of Schering, when he was testifying, made a 
statement with respect to prednisone and prednisolone similar to what 
you are making i a discount to a druggist, that his prices were 
ess a discount. No sooner had he made it than we were informed by 
the local druggists that it wasn’t so. I came back to ask him whether 
that was the fact or not and he said he had already checked it and he 
wanted to take his statement back, that the prices for prednisone and 
prednisolone—sold under the names of Meticorten and Meticortelone— 
were as stated on this chart. 
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Mr. Connor. Mr. Dixon, I think if you will check the local drug- 
gists you will find that these quantity discounts that we have listed 
here are available to all druggists, and in fact they buy at these quan- 
tities, so that the uninterrupted line that is shown on your charts is 
just not the market condition, because the prices even on these older 
steroids for these prescription forms have been coming down. 

Mr. Dixon. But that doesn’t affect the trend, Mr. Connor. What 
is on that chart right there is reproduced from the information that is 
public to anyone for 100 tablets of 5 milligram prednisone. 

Mr. Connor. The quantity discounts that we have shown there are 
available to all retail druggists. They go out to them all by way of 
the catalog or by way of our salesmen in the case of general letter 
prices. They all know of the existence of these discounts, and many 
of them, most of them take advantage of them. 

Mr. Drxon. I am reading from the Blue Book on page 181 with 
respect to the product Deltra in tablet form of 5 milligrams. I read 
from the left across: 30’s each, and then $5.65; 100’s each, $17.90, 
500’s each $87.25, 1,000 each, $170. 

Is that your price? 

Mr. Kurytrosxt. That is right, sir, but your chart does not show 
that. 

Mr. Drxon. It doesn’t show anything but the 100’s. We have been 
trying to talk only about the comparison of the 100 tablet price. You 
have been trying to answer it by what happens when you get to 1,000’s. 
We could have put a chart up there with 1,000’s and had a comparison 
of 1,000’s and they would have been the same. 

Mr. Connor. But the net prices received from the druggist wouldn’t 
show a straight line for the last 4 or 5 years because there have been 
effective price changes via these container prices. 

Mr. Drxon. In the thousand bottles? 

Mr. Connor. In all of these quantities above 100, and those are the 
quantities that the druggists buy. It doesn’t take a large order to get 
advantage of these discounts, and that is what they do, so that their 
prices came down as these different changes took place in the market- 
place to meet competition. 

In other words, we have had price competition in this channel of 
trade, and the price competition shown here isn’t the whole story be- 
cause we introduced dexamethasone, which by now is the most im- 
portant cortical steroid, at a lower list price, and we revised the dis- 
count schedule in order to get a competitive advantage which I think 
we obtained. 

Mr. Drxon. Let’s talk about from 1956 through 1959. Has the 
quantity discount changed in that period of time? 

Mr. Connor. For 100’s I don’t think it makes any difference because 
a druggists have been paying less for the quantities they actually 

uy. 

Mr. Drxon. There is no change in trend then on 100’s, is there? 

Mr. Connor. Well, if they don’t buy it and they buy a larger 
ar and get it for lower prices, that is the important business 

act. 

Mr. Drxon. Has there been a change in that period of time in the 
1000 quantity discount ? 
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Mr. Kurytosxt1. On the chart, sir, I think we have shown very 
clearly without = argument that the price levels for the 30’s, for the 
100’s, for the 1,000’s, for the bottles of 500 and for the 5,000’s, that our 
RD prices have tetek constant right across the line and I don't believe 
we have had any reason to disagree with any of your statements, 

Mr. Dixon. In other words, they have been uniform ? 

Mr. Kurytosxi. They have been, as indicated on the chart, un- 
varying. 

Our only purpose, sir, in getting this information to you was to 
indicate that there was a competitive condition, and as a result of this 
competitive condition, you had a waviness, a wavy line and a con- 
stantly declining net return to us. 

Mr. Dixon. We understand that and we will get to that subject 
later. That line waves over there and the average changes because 
you have mixed your sales to druggists with sales to State institutions 
and hospitals. 

Mr. Kurytoskt. May I indicate this? We have checked this and 
one important factor that would affect that would be sales to whole- 
salers. We have checked at periods, at intervals. We find that retail 
druggists follow a general buying pattern. Those that buy direct 
constantly buy direct and those who buy through wholesalers continue 
in that fashion. I might mention that this pattern has been constant, 
approximately 16 percent so that this would not introduce a wavy ef- 
fect into the line. 

Mr. Dixon. While we are on that point, Mr. Connor, on page 8 of 
your statement, you disclosed for the first time here a policy which 
the board of directors adopted in October 1949. You read that state- 
ment which had 8 points in it. On the first point, you said that Merck 
should help in all possible ways to make cortisone and other related 
drugs available to the public as quickly as possible in necessary quan- 
tities and at reasonable prices. That was the policy in 1949, you 
said. 

When did Mr. Merck pass away, sir? 

Mr. Connor. At the time Mr. Merck was president of the com- 
pany in 1949, I was secretary and counsel, and in fact was asked by 
him to be the executive officer responsible for coordinating all phases 
of the cortisone development. 

As part of my job I made certain recommendations to the board, 
and these are among the recommendations I made. I presented the 
matter at the board meeting when he was president. Mr. Merck 
became chairman of the board and Mr. Kerrigan became president. 
in 1950. I became president in 1955 while Mr. Merck was still the 
chairman of the board. He died in 1957, and Dr. Bush succeeded him 
as chairman of the board. There has been no change of policy dur- 
ing the period under discussion. 

Mr. Drxon. That is what I want to inquire about, sir. I have here 
a document, Mr. Chairman, which I would like to have marked as 
“Exhibit 41.” 

Senator Krravver. Let it be made exhibit 41. 

(Exhibit No. 41 may be found on p. 8464.) 

Mr. Dixon. This came from the Massachusetts Investment Trust 
regarding Merck & Co. It is dated the 10th of March 1958, from LT. 
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Clay, memo to the trustees. I will read one paragraph. This memo 
is based on an interview with Mr. R. Snyder, vice president, in Rah- 
way on the 4th of March 1958, Is he a vice president of your com- 
pany, sir? 

Mr. Connor. Yes, sir; Mr. Snyder is our financial vice president. 

Mr. Dixon. I will read this paragraph beginning at the bottom of 
page 1: 

Recent action by the new management (Vannevar Bush, chairman; John 
Connor, president ; and H. Gadsen, executive vice president) indicates the com- 
pany is more profit conscious than under George Merck (“medicine is for people, 
not for profits”). The company, in the effort to establish an exclusive patent 
position on vitamin Bu, appealed an unsatisfactory lower court decision to the 
U.S. court of appeals which ruled (March 3, 1958) Squibb to be in infringement 
of the Merck patents on By». In addition to the endless fight to prosecute chisel- 
ers, this court fight suggests Merck will emphasize maintaining an exclusive 
manufacturing position on its discoveries, rather than cross licensing as formerly. 

I find that in conflict with the statement which you read on page 8. 
Did that change in policy actually take place, as described here by 
Mr. Clay to his board of trustees after interviewing Mr. Snyder of 
your company ? 

Mr. Connor. Mr. Dixon, the vitamin B,,. situation referred to 
we will be glad to take up at a later date. I might say just now that 
what we did had Mr. Merck’s full approval. He was alive when we 
made the decisions. 

With respect to the characterization that the new management is 
more profit conscious than he was, that is the interpretation that was 
placed on it by the writer of this letter. It is possible for him to have 
his own interpretation. I don’t care to comment on it. 

Mr. Dixon. Mr. Chairman, I would also like to have another docu- 
ment marked as “Exhibit 42” and received in the record. 

Senator Krrauver. Let it be made a part of the record. 

(exhibit No. 42 may be found on p. 8465.) 

Mr. Dixon. This is an internak memorandum which we received 
by subpena from Ciba Pharmaceutical Products, Inc., dated March 4, 
1952. I will only read two paragraphs from it: 

We have today received from Mr. Connor a definite reply to this proposal. 


_It has to do with a sublicense agreement of July 1, 1951, on 
Elkosin. |Continuing: | 


After consideration by the management of Merck, that company is not in- 
clined to enter into such an arrangement as that which we proposed. Despite 
the thinking at Merck on the cortisone question at present to which we referred 
in our letter No. 279, the conclusion of Merck’s management is to keep cortisone 
as a Merck specialty at least for the foreseeable future and not to engage in 
the sale of bulk cortisone to any pharmaceutical company whatsoever (with 
the exception of the present arrangement between Merck and yourselves). 

On the complementary question of increasing the monthly supply of cortisone 
made available to Ciba, Ltd., Merck has an open mind at the present time but 
proposes not to give consideration to this question until a later date should you 
specifically request an increase of this allotment. It is Mr. Connor’s opinion 
that if at any time such an increase did materialize it should be in cortisone 
tablets rather than in bulk materials. He made it quite clear, however, that 
if such a request for an increase were made it would be considered only in 
view of the foregoing policy if it were for Ciba, Ltd., and not for Ciba-Summit. 
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Do you want to comment on that ? 

Mr. Connor. Yes. The cortisone mentioned there is a cortical 
steroid, and I will comment on it in a minute. The other product I 
don’t recognize. I assume it is not a cortical steroid, so I can’t com- 
ment on it. 

In the early days of cortisone there was a tremendous supply prob- 
lem, and we were under considerable pressure to make it available 
on almost an allocation basis. We did not make it available in bulk, 
generally. This, of course, changed. As more supplies became avail- 
able we did sell it in bulk. 

Now, I would have to check our records to see if our decision is 
accurately described in that letter, and I would like a copy of it, if 
I may, so that I can do that and be prepared to comment on it later. 

Mr. Drxon. All right, sir. 

Mr. Chairman, there is one other document I would like to read 
from, also obtained by subpena from the chemical fund. It is dated 
April 16, 1957, and it is for use by the directors of Merck & Co., Inc. 
It refers to John Connor, and has the initials of “SW” on it. It says 
he attended the annual stockholders meeting at Rahway and had an 
opportunity to talk to Mr. Merck and Mr. Connor, among others. 
The relevant passage reads as follows: 

The company is reviewing its product line, and is now going into a process 
of eliminating items from which profit margins are below the average of good 
specialty products. This is having an effect on reducing volume of sales with- 
out the full benefits showing up in the earnings of the company. 

What. are some of the products that you have eliminated of be- 
cause you weren’t making enough money to suit you ? 

Mr. Connor. Mr. Dixon, the chairman stated, and I quote from 
the record: 

It is my hope that at the time we have hearings about specific drugs, such 
as the cortical steroids today, that we can limit our questions, our answers, 
and our discussion to the particular drug under consideration, 

I am just not prepared to comment generally on our product line. 
I have worked about 6 months getting ready for these hearings on 
cortical steroids, and I will be glad to come back later on any other 
line of products at your convenience. 

Senator Krerauver. The question, Mr. Connor, ‘is this: We know 
that Mr. George Merck said, as was stated here, that “Medicine is for 
the patients and not for profits. Profits follow, and the better we 
have remembered it, the larger they have been.” According to the 
book “Merchants of Life,” Merck in those days cut prices and licensed 
its inventions to make them available generally. Has that policy 
changed? Some of these statements here indicate that this policy 
is outlined on page 8 of your statement. Has it changed since you 
have taken over ? 

Mr. Connor. Mr. Chairman, let me say this: The principal rea- 
son I went to work for Merck & Co. was because of my admiration 
for George Merck and his policies. He did believe that medicine is 
for the people and not. for the profits, and I believe that, too. 

He went on to say, in that passage that is quoted, that the more 
we believe that, the greater successes we will have, because we will 
be doing what we think is right. 
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That is my philosophy, and it has been. That is why I came with 
the company. 

Senator Kreravuver. The profit on net worth of Merck & Co. last 
year was about 21 percent; of the manufacturing industry generally 
about 11 percent. 

Why don’t you cut your price of drugs and follow out this policy 
that Mr. Merck was talking about? 

Mr. Connor. Mr. Chairman, as I have indicated, on the cortical 
steroids we have consistently reduced the prices of drugs. We are 
carrying on a research program which I hope will result in products 
that we can offer at lower and lower prices, and we plan to do so. 

Senator Krravuver. I see no reduction in prices in the last 5 years 
except where you have been in competition for Government. business 
and you had to bid competitively. Mr. Kuryloski has said that 
over a period of 5 years your prices to druggists have been consist- 
ently following these lines, as I understood him. 

Mr. Connor. He said the list prices are and have been consistent, 
but the effective prices that the retailers pay have been going down, 
as that chart shows, and on our most important product, dexameth- 
asone, when we had a good opportunity to pass on savings to the con- 
sumer, we did introduce it at a reduced price, not only to get a com- 
petitive advantage, but to make ‘it available to the people who 
needed it at a lower price, and this is consistent with our steroid 
price policy all the way through. 

Senator Kerauver. Dexamethasone sold by you as Decadron is 
sold by two other companies at exactly the same price. 

Mr. Connor. Yes; they met our price. 

Senator Krerauver. And it is 

Mr. Connor. It is a lower price than the list price there for the 
prednisone. 

Senator Krravuver. That is not much lower; is it? 

Mr. Connor. Ten percent. ; 

Senator Krrauver. It is five times as powerful and yet costs almost 
the same price. 

Mr. Connor. Well, there are a lot of other factors, as you have 
already found out, sir, in this hearing. 

Mr. Dixon. Mr. Chairman, I now would like to call Mr. Connor’s 
attention to two charts that we put into the record in the past 2 days. 

I would like Dr. Blair, while he is at the easel, to explain these 
two charts. They have to do with comparison of rates of return after 
taxes in selected industries, and net profits after taxes in percent of 
net. worth and of sales of Merck, Schering, and Upjohn. 

(The charts referred to, exhibits 3 and 7, may be found on pp. 
7864 and 7873.) 

Mr. Connor. I welcome the opportunity to talk with Dr. Blair 
about the two charts he had yesterday. 

Could you put those up first, Dr. Blair? That is fine. 

(At this point in the proceedings, Senator Wiley entered the com- 
mittee room.) 

Mr. Connor. I would just like to raise this question: 

The chart does not show whether the percentage that you have up 
there is a percentage of sales or net worth. 

Senator Krravuver. It is the percentage of net worth. 
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Dr. Buatr. As I think was made clear in the course of its original 
presentation, it is in terms of net worth. 

Mr. Dixon. That is exhibit 7. 

Mr. Connor. Dr. Blair, you testified, I think, that you got the 
profit margin that. is shown there on the basis of published informa- 
tion from eight companies; is that right ¢ 

Dr. Buarr. No, sir. The source of the information on this chart 
is the report issued annually by the Federal Trade Commission en- 
titled “Rates of Return of Selected Manufacturing Corporations.” 

Mr. Connor. The reason for my question is that try as we might, 
we can’t come up with any profit comparison for the industry that 
is comparable to that. But I am not prepared to go into generaliza- 
tion today. I would just like to have a question reserved for that so 
that when we get into the general hearings, Mr. Chairman, we would 
like tocomment on this further. 

But with respect to Merck, Dr. Blair, in this other chart you had, 
if you have it available there—while Dr. Blair is doing that, I do 
‘all attention to the fact that our research item as a percentage of 
sales is 8.3 percent compared with the all-industry average of 3.2 
percent. 

Now, on the chart that is wp there, Dr. Blair has filled in the line 
for our company for the entire year 1959. 

Would you explain again on what basis you did that ? 

Dr. Bram. As was stated at the time the chart was first. introduced 
into the record, sir, the extrapolation was based simply on the assump- 
tion that the earnings in the fourth quarter would average the same 
in respect to the company’s net worth as—— 

Senator Kreravver. As in the first three quarters ? 

Dr. Buatr. As in the first three quarters. In other words, it is an 
average based upon the first three quarters, 

Mr. Connor. That is what you were assuming, wasn’t it? May 
I suggest that from our point of view this raises problems, because 
our fourth- -quarter results last year slumped from our results in the 
first three quarters. I don’t want to make a public statement today 
as to what is going to happen in the fourth quarter. All I can say 
is that from our point of view and on the facts as I know them, that. 
is an unfair assumption, so I much prefer if you would just stop your 
line at the end of 1958 where we can talk about the actual facts of 
operations. 

Senator Kerauver. Suppose we take the figure for the first three 
quarters ? 

Mr. Connor. I don’t see how he can, because he doesn’t know what 
our net worth was at the end of three quarters. Do you? 

Senator Krerauver. Anyway, your return on net worth after taxes 
was somewhere around 19 percent, according to that chart, and your 
percentage of sales was—I can’t quite see. 

Mr. Connor. The actual facts that I introduced in my testimony 
are that as a percentage of sales our profit rate for the entire year of 
1958 was 13.4, and for the 10-year average it was 10.7. As a percent- 
age of net worth for the 10-year average it was 13.3 percent, and for 
the year 1958 it was 17.1 percent. 
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Dr. Buatr. Our figures which are, of course, derived from published 
reports which reflect the operation of your corporation as a whole, 
give our estimate for 1959 for Merck as 19.8 percent rate of return 
on net worth. 

Mr. Connor. Dr. Blair 

Dr. Buarr. Our figure for 1958 is 17.9, and for 1957, 16.1, and 1956, 
14.4. Our figures for your return on sales for the same years, except 
we did not make such a computation for 1959, are, beginning in 1958, 
15.4; 12.4 for 1957; and 11.7 for 1956. 

It will be noted here that the trend in profit of Merck expressed in 
terms of both net worth and percent of sales has been continually up- 
ward since 1954, and excluding the year 1959, from 1954 through 1958, 
Merck has shown an increase in its profit after taxes on its net worth 
from 9.4 percent to 17.9, and in terms of sales from 8.7 to 13.4, which 
hardly suggests a weakening company or a company which is experi- 
encing price dislocations causing it to suffer a reduction in its net 
revenue. 

Mr. Connor. Dr. Blair, would it be fair for me to point out that 
our exhibit shows that in 1954 our expenses for research were $9,651,- 
000, and in 1958, which is the last year for which we have published 
figures, and therefore I think anything beyond that may lead to im- 
proper conclusions. In 1958—— 

Dr. Buatr. Mr. Connor, in talking about research, I am simply—— 

Mr. Connor. May I finish the sentence, please ? 

Senator Kerauver. That is all right. We would be glad for you 
to put it in the record. 

Mr. Connor. It is $17 million. 

Senator Krrauver. Have we entered as an exhibit the amount you 
spend every year for research ? 

Mr. Connor. It already is in the record, sir; but there is also a 
little discrepancy in the profit rate figures 

Dr. Buarr. May I talk about research while you are on the subject, 
sir? Whatever your research expenditures are, these figures are after 
your research costs and all other costs, and also after your taxes to the 
U.S. Government. 

Senator Kerauver. That is understood. 

Mr. Connor. That is true as an accounting matter, but we do have 
to make a profit in order to plow money back into research. 

Dr. Briarr. And the money that you have made after you plowed it 
back has increased steadily. 

Senator Krravuver. It is understood that research, of course, is de- 
ductible on income tax. These figures are after taxes. 

Dr. Buatr. Mr. Chairman, the next chart 

Mr. Cuumpris. Mr. Chairman, before he goes to the next chart, I 
have just one question. 

Senator Kerauver. All right, Mr. Chumbris. 

Mr. Cuumpris. Mr. Connor, could you explain to the subcommittee 
whether profit on net worth means one thing to the ethical drug busi- 
ness, and profit on net worth may mean something else to a business 
where there isn’t as much risk involved ? 

Mr. Connor. Gosh, I don’t know. Iam not an accountant. 
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Mr. Cuumpris. Someone has raised the question that your net 
worth figure in the ethical drug business would be different, for in- 
stance, than in the steel or automobile business where there isn’t the 
same degree of risk involved 

Mr. Connor. I would be glad to ask our controller if there is such 
a difference and give you that information. 

Mr. Cuumeris. I would like to have that information, sir. 

Senator Kerauver. Mr. Romney and other automobile officials told 
us there is a pretty big risk involved in the automobile business, 

We have been going here for a little more than 2 hours this after- 
noon. Suppose we havea recess for about 5 minutes. 

(A brief recess was taken. ) 

(At this point the following members are present: Senators 
Kefauver, Wiley, and Hart.) 

Senator Kerauver. Let’s move on as rapidly as we can. 

Mr. Cuumprts. Mr. Chairman, I see Senator Hart is here. 

Mr. Chairman, I was going to ask Senator Hart, in connection with 
the previous remarks about the degree of risk in the automobile bus- 
iness, perhaps he wanted to comment on that ? 

Senator Harr. I commented off the record and I think my remarks 
are the kind that should be kept off. But I said what I am sure 
Chrysler Corp. would want me to say to remark that there wasn’t 
any risk involved nor any substantial expense incurred in putting out 
a new model. 

Dr. Buatr. Mr. Chairman, I will try to go over these charts as 
quickly as possible. I wish, since a question was raised during the 
intermission, to clarify one point. 

The source, as I have indicated before, of the profit figures on the 
chart shown now on the easel, which was exhibit 7, was the Federal 
Trade Commission. 

For all of the industries except drugs the figures are as published 
in the Federal Trade Commission’s rate of return report. 

Upon analysis some months ago of the detailed coverage by the 
Federal Trade Commission in its rate of return report on the drug 
industry, we asked the Federal Trade Commission to broaden its 
coverage and give us in addition to the dozen companies which they 
have in their published report as many of the large ethical drug com- 
panies as it was possible for them to obtain financial data for. 

That they have done and have provided us tabulations which for the 
year 1957 for 20 of the Nation’s major ethical drug companies which 
are the subject of this invest igation.~ Several of thane were primarily 
engaged in other industries and accordingly we have omitted them 
from the tabulation. The figure presented here for drugs is ‘thus 
the average of ajor manufacturmeeompanies primarily engaged 
in the drug industry. 

Mr. Connor. Dr. Blair, just to comment on that: Do I understand 
that it is not a coverage of the entire industry which includes more 
than 140 firms, many of which obviously would have lower rates of 
profit than this cream of the crop that you have selected ? 

Dr. Buiatr. Sir, the generalization that you have just made is’ ap- 
plicable to all of the industries shown on this chart since in the case 
of each industry the coverage by the Federal Trade Commission is 
35621—60—pt. 14-—17 
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limited, by and large, to the large and medium-sized companies. 
It does not include the distinctly smaller companies. The coverage 
in each industry represents more than 50 percent of the assets of the 
industry and is made up predominantly of the larger companies. 

Senator Keravver. I think we understand. 

Mr. Connor. I want to thank Dr. Blair. It is very helpful to get 
that additional information. 

Senator Kerauver. We will make this exhibit 43. 

(Exhibit No. 43 follows :) 


3 RATES OF RETURN AFTER TAXES — 
IDENTICAL COMPANIES IN THREE INDUSTRIES, 
UA AND ALL MANUFACTURING, 1947-58 
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Dr. Bua. This chart is based upon the same body of data as the 
chart just discussed. 

All of the figures shown in the chart came from the Federal Trade 
Commission. The figures for motor vehicles, industrial chemicals, 
and all manufacturing are as published by the Federal Trade Com- 
mission. 

The figures for drugs represent ies just referred 
to which were in business as prifnarily engaged in the drug industr, 
over this period of time, 1947-58. It excludes firms substantially af- 
fected by mergers or consolidations. 

Thus, what we have here is a comparison of profit rates in drugs 
with profit rates in those industries for which the Federal Trade 
Commission does provide profit data, which during any of this 12- 
year period had profit rates higher than the drug industry. 

Of the 25 industries shown in the FTC’s report, only motor ve- 
hicles and industrial chemicals had profit rates which were higher 
during the period 1947-58 than the drug industry. The motor ve- 
hicle industry had higher profit rates than the drug industry in 1949, 
1950, and then again in the period 1952 through 1955. The industrial 
chemical industry had higher profit rates than the drug industry 
for 1950 and for the years 1952 through 1955. In all other years the 
drug industry had higher profits than these industries, and in all of 
these years the drug industry had higher profit rates than any of the 
other industries for which the Federal Trade Commission presents 
profit data in this report. 

The lowest curve on the chart represents the profit rate of all manu- 
facturing, which is well exceeded in every year by the drug industry. 
It will be noted that from 1956 through 1958 the profit rate of the 
drug industry was higher than industrial chemicals or motor ve- 
hicles, and rose between 1956 and 1957 while that of all manufactur- 
ing was going down. The profit rate in drugs showed a very slight 
drop between 1957 and 1958 while that of all manufacturing was 
showing a rather pronounced decrease. 

Senator Keravuver. Any comments about this chart, Mr. Connor? 
It speaks for itself. 

Mr. Connor. No, sir; I am here prepared to talk only about Merck 
but I am sure Dr. Austin Smith, the president of the Pharmaceutical 
— will be prepared to comment on other broader phases 
ater. 

Senator Keravver. Incidentally I just noticed, and I am glad it 
is so, that Merck has increased its quarterly dividend from 35 cents 
to 40 cents a share, and you paid 20 cents extra? 

Mr. Connor. Yes, sir. Our stockholders had a rather dry period 
for about 5 years when our dividend rate was 80 cents per share, and 
I am very happy that they are able to share in the progress that is 
made. We ‘have also installed a new employee stock purchase plan 
which is of great benefit to our employees and we have reduced our 
prices. 

We do have to keep those three elements in proper balance. 
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Senator Krrauver. This indicates you are getting along pretty 
well. 

Mr. Connor. Thank you very much, sir. 

Senator Keravuver. All right, Dr. Blair, you have another chart, 
which will be marked exhibit 44. 

Dr. Buarr. Mr. Chairman, this chart is conceptually somewhat 
similar to the chart presented for Schering, in which the purchase 
— of Schering was compared to the profits on an accumulated 
yasis that were made after taxes by Schering. It will be recalled 
that Schering was sold in 1952. By the first 6 months of 1957 the 
profits made after taxes by Schering were more than enough to equal 
the purchase price. Of course, there is no purchase price for Merck. 

Instead of a purchase price what we have used here is its net worth 
on January 1, 1949. 


(Exhibit No. 44 follows:) 
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Merck & Co., Inc.,' net worth Jan. 1, 1949, and profits after tawes, 1949-58 


{In canes 


Profits after taxes 


i 
Cumulated 


Ee oe oe ee $11, 682 $11, 682 | 1954 $12,614 | $81, 614 
1950 ona 16, 553 28, 235 || 1955 Breet oo 15,714 | 97, 328 
1951 jae 17, 066 45, 301 | 195 8 Sn ee 20, 224 117, 552 
1952. - A 12, 310 57,611 || 1957 acl 23, 094 140, 646 
1953 a a , 386 69. 000 1958 wate ne 27,718 168, 364 





| Includes Sharp & Dohme, Inc., throughout. 
Nore.-—-Net worth Dec. 31, 1948, $65,682,000. 


Source: Moody’s Industrial Manual, 1959 and earlier, 


U.S. SENATE, 
COMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
April 20, 1960. 
Memorandum 
‘’o: Paul Rand Dixon, Jr., counsel and staff director. 
From: E. Wayles Browne, economist, and John M. Blair, chief economist. 
Subject: Correction of error in exhibit 44, comparing net worth and annual 
profits of Merck & Co., Ine. 


An error was made in preparing the data for exhibit 44 relating to the net 
worth and annual profits of Merck & Co., Inc. The table and chart for this 
exhibit show the pro forma net worth for Merck & Co., Inc., and Sharp & Dohme, 
Inc., as of January 1, 1949, and the annual and cumulated net profits after taxes 
for the years 1949 through 1958. (The two companies were merged in 1953.) 

Comparison of earnings over a period with net worth at the beginning of the 
period is perfectly proper if there are no additions to'net worth or to bonded 
debt from new financing. In this case, however, we overlooked significant addi- 
tions to net worth resulting from the sale of preferred stock by Merck in 1949 
and 1951, and by Sharp & Dohme in 1949. According to the letter from Merck 
pointing out the error, Sharp & Dohme sold $5 million of preferred stock, and 
Merck sold $7 million in 1949 and $24,450,000 in 1951. 

While these three issues have since disappeared from the books of the merged 
companies, they did sufficiently affect the net worth that the comparisons origi- 
nally made in exhibit 44 were invalid. 

To be meaningful, the initial date for net worth must be moved forward to 
January 1, 1952, and the cumulated net profits shown for 1952 and succeeding 
years. A corrected table and chart are attached hereto, for inclusion in the 
record along with the original table and chart. 
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Merck & Co., Inc.; net worth Jan. 1, 1952, and profits after tawes, 1952-59 
[In thousands] 


Profits after taxes Profits after taxes 


Annual Cumulated Annual Cumulated 


$12, 621 
24, 492 
37, 579 
54,726 


1 Includes Sharp & Dohme, Inc., throughout. 
Notre.—Net worth, Jan. 1, 1952, $125,528,000. 
Sources: Company’s annual reports, and Moody’s Industrials. 


Dr. Buare. It will be seen that its net worth on January 1, 1949, 
was $65,682,000. In only 5 years this figure was exceeded by the 
accumulated profits of Merck. 

Senator Keravver. In 1953? 

Dr. Buarr. By 1953 the accumulated profits after taxes totaled $69 
million as compared to the net worth on the first of 1949 of $65,682,000. 

The lower part of the bar for each year shows the actual dollar 
= made in that year. From 1953 on the annual profits of Merck 

ave risen each successive year, the increase being from $11,389,000 
in 1953 to $27,718,000. Perhaps the most interesting fact that this 
chart brings out is that as compared with its net worth of $65,682,000 
at the first of 1949, the accumulated profits through 1958 of Merck 
represented $168,364,000. 

Senator Keravver. All right, any comment, Mr. Connor? 

Mr. Connor. Mr. Chairman, I haven’t had a chance to check this. 
I would like to reserve comment until tomorrow. On the basis of the 
facts portrayed here, this indicates that our research program has 
been a successful one. I will reserve any other comments until later. 

Senator Wier. Mr. Chairman, I’m sorry I couldn’t be here either 
this afternoon, but as I listened to this last discussion I just wanted 
to ask one question of Mr. Connor. 

Apparently from these small dividends you have paid, it would be 
very interesting to find out how much you paid out in dividends in 
each of these years out of what you made. 

In other words, what you accumulated to make possible this larger 
value in 1958. 

Mr. Connor. Senator Wiley, I think the record shows over the past 
10 years that our dividend payments have been somewhere between 
50 and 55 percent of our profits. I don’t know whether you were 
here or not before, but an interesting comparison on the table that 
we put in evidence is that in the last 4 years—and despite the dif- 
ference in accounting procedures I think the comparison is a good 
one—in the last 4 years we have spent more on research and develop- 


ment that we have paid out in dividends to our stockholders in each 
of those 4 years. 
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Senator Kerauver. As I understand it, the amount of dividends 
paid out wouldn’t affect the chart because it refers to profits made 
whether they were paid out in dividends or whether they were re- 
tained by the company. 

Mr. Connor. I think there is some relationship between that build- 
up that you see in our retained earnings, but I would like to reserve 
my comments. 

Dr. Buatr. This is not a chart of retained earings. This is just a 
showing of annual profits made. 

Mr. Connor. Thank you. As I have indicated I haven’t studied 
the chart. 

Mr. Peck. Mr. Chairman ? 

Senator Kerauver. Mr. Peck. 

Mr. Peck. In at least partial response to Senator Wiley’s question, 
I can quote from the Standard & Poor Corp.’s listing of Merck and 
Co. dated Tuesday, November 10, 1959. 

It reads as follows: 

“Common dividends paid since 1935 averaged 55 percent of earn- 
ings in the 5 years through 1958.” 

Senator Witry. Then the 45 percent was accumulated to go back 
into the jackpot that gives your your value. 

That is what Iam getting at. 

Mr. Connor. That’s right, in order to build plant, buy more equip- 
ment and expand our operations generally, that’s right, sir. 

Senator Witry. Of course, that explains that high column there. 
In other words, you didn’t spend what you made. You accumulated 
it for utilization in your company. 

Mr. Connor. We certainly did. 

Senator Kerauver. I think, Senator Wiley, that this not only in- 
cludes the profits paid out in the way of dividends, but the profits 
retained in the company. 

Dr. Buarr. That is correct. 

Senator Keravuver. I think that is so, according to that chart. 

Mr. Connor. Yes. I think this a growth situation, and we are 
proud to participate in it. 

Senator Keravuver. All right, this is very interesting and shows 
you have been a very successful company. 

Miss Till, would you please explain the domestic license agree- 
ments of Merck for us? 

Mr. Drxon. Make that exhibit 45, 

Exhibit No. 45 may be found beginning on p. 8465.) 

Mr. Connor. I was afraid I was going to be denied the pleasure 
of listening to Miss Till. 

Senator Keravver. We have had a long time getting around to her. 
She has been very patient. 

Miss Trxu. The first domestic agreement which has been reported 
in connection with prednisone and prednisolone for Merck is the 
Schering-Merck agreement May 1955, and as was pointed out yester- 
day, Merck agrees to pay an interim unconditional royalty of 3 per- 
cent, although no patent has yet been issued on this product. There 
was some discussion yesterday as to just what sales in specialty form 
only means, and TI should have pointed out that the agreement be- 
tween Merck and Schering actually defines specialty form as follows: 
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Specialty form means in such form as is suitable for human or veterinary 
administration or use, and in such final package containers as shall be suitable 
for distribution to druggists, hospitals, physicians, veterinarians, or individual 


consumers. 

The price to veterinarians is identical with the price to the retail 
druggist. In addition there are agreements with Upjohn, Pfizer and 
Parke, Davis. All of these occur, however, in 1957; in the case of 
Upjohn, in late 1956. 

No provisions are made with respect to sales in specialty form. Of 
course, at that time Pfizer and Merck were selling in bulk as a result 
of the Syntex sales in the U.S. market: 

Senator Keravver. Did Mr. Connor sign this agreement, or did Mr. 
Merck ? 

Miss Titi. Mr. Connor. 

In the case of the Upjohn and Pfizer agreements, it is provided that 
each shall pay the other 3 percent royalty, but in the event of inter- 
ference those payments were to be suspended and merely held until a 
patent was actually issued. 

In the case of prednisone, an interference actually was announced 
by the Patent Office on December 21, 1956, so that with some of these 
agreements, the interference had already been declared. In the case of 
prednisolone, the interference was declared by the Patent Office on 
December 21, 1958. 

In the case of the Merck-Parke, Davis agreement there is no pro- 
vision for suspension of the royalty payments. Parke, Davis is obli- 
gated to pay 5 percent to Merck. In return, in another agreement also 
dated the same day, Merck agrees to pay 4 percent royalties to Parke, 
Davis on rather old patents which Parke, Davis held. 

In connection with the dexamethasone, no domestic patent agree- 
ments of any kind were supplied. 

Mr. Dixon. Mr. Connor, is there a license agreement between Merck 
and Schering on dexamethasone ? 

Mr. Connor. No, sir. 

Mr. Drxon. None in writing, oral, or otherwise ? 

Mr. Connor. That’s right, sir. 

Mr. Dixon. That confirms what I believe Mr. Brown told us. 

Mr. Connor. I think he testified to that effect. 

Mr. Drxon. You are not selling dexamethasone in bulk form to any- 
one, are you ¢ 

Mr. Connor. No, sir; not at the present time. 

Miss Tritt. We were informed on December 3, 1959, that Merck had 
made an error in its previous report that it had made no bulk sales, 
and reported one bulk sale in 1959 to Ciba. We presume that that 
accounts for Ciba’s entrance into the market with Gammacorten. 

Mr. Connor. Miss Till, we did supply a small quantity of the bulk 
material to Ciba for clinical testing purposes in connection with their 
clinical evaluation. Their plan apparently was to manufacture the 
drug in Europe or buy it in Europe. They needed this quantity. We 
had hopes of getting larger orders in them, because they were going 
into the business. But the negotiations broke down. That one small 
amount was the only sale that was made, and we are not. selling to 
other customers the bulk form. 

Miss Tira.. I believe the report was that it was 1,000 grams. 
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Mr. Connor. That is quite a small quantity for clinical evaluation 
purposes. 

r. Dixon. Mr. Connor, may I pursue this? As I understand it, 
there are no product patents on cortisone acetate. 

Mr. Connor. My recollection, Mr. Dixon, and I have been think- 
ing about this since it came up before, is that there was a product 

atent on cortisone acetate originally that was owned by one of the 

uropean companies, probably either Ciba or Organon. It was a 
broad coverage and there was considerable doubt as to its validity 
in view of the chemical work that we described earlier today by Dr. 
Kendall and Dr. Sarett, but this patent at least had that claim. It 
was one of those that was opened up to licensing among the parties to 
that five-party agreement. To resolve any doubts about the matter, 
all comers would have licenses made available to them by applying 
to Research Corp. 

Mr. Dixon. At least there has been no American patent issued to 
anyone ? 

Mr. Connor. This was a U.S. patent. 

Mr. Drxon. It was? 

Mr. Connor. And it purported to cover cortisone acetate as a prod- 
uct. But quite frankly we had serious doubts about its validity. 

Mr. Dixon. That same situation applis to hydrocortisone, does it 
not? ‘There is no product patent on hydrocortisone ? 

Mr. Connor. I chink you are right. 

Mr. Dixon. On prednisone and prednisolone, as we understand, 
there is an interference at the Patent Office today ? 

Mr. Connor. That’s right. 

Mr. Drxon. As Miss Till has described here, you entered into var- 
ious license agreements with other companies when you made your 
product which you call Deltra. I assume Deltra is the name of it? 

Mr. Connor. That is correct. 

Mr. Drxon. It was in these license agreements wherein you agreed 
that the licensees were only to sell the product in what we have heard 
described as finished form; is that correct, sir? 

Mr. Connor. There is the provision in our agreement with Schering 
that after the patent is issued our license will be limited to specialty 
form; yes, sir. 

Senator Kxravver. It doesn’t say after the patent is issued. It 
just says specifically that you will sell in specialty form. It doesn’t 
say after the patent is issued. 

Mr. Connor. No; but our interpretation, which has been followed 
by our acts in the market, is that Schering couldn’t restrain us legally 
from selling in any form we wanted to before the issuance of any 

atents. 

‘ So in fact we have been making bulk prednisone freely available 
in the trade, and we have had no threat of litigation or anything 
else from Schering on our interpretation of that point. 

Senator Keravuver. The facts then are that Syntex started selling in 
bulk, this contract was made in May 1955, and a year and a half later 
you did comply with the no-bulk sales for quite a time, didn’t you? 

Mr. Connor. We didn’t sell in bulk for a time, but that had nothing 
to do with the Syntex matter. Our problem with them was in con- 
nection with a much earlier patent which purported to cover the field 
broadly. But we settled that with Syntex. 
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Senator Kerauver. Syntex started selling in bulk in the United 
States, and then Pfizer ae loose. It was a member of this patent 
licensing agreement, too. So when that happened, you started selling 
in bulk, too; isn’t that the situation ? 

Mr. Connor. I don’t recall that Syntex was the first seller, but I 
know that Pfizer entered the bulk market before we did. I remember 
that; yes. 

cates Kerravuver. Miss Till, you have the exact dates, I believe, of 
these transactions. Will you give them? 

Miss Titi. I’m sorry, Mr. Chairman, we don’t have the exact dates. 
We understand that Syntex began selling either in very late 1956 or 
early 1957, and that Pfizer early in 1957 also engaged in bulk sales 
and, following that, Merck. The exact dates we do not know. 

Senator Keravuver. All right. 

Mr. Dixon. The point is this. In your license agreement that you 
signed with Schering, you agreed, did you not, to pay royalties? 

Mr. Connor. Oh, yes. 

Mr. Dixon. You did? 

Mr. Connor. Yes. 

Mr. Dixon. And did you pay royalties? 

Mr. Connor. Oh, yes. 

Mr. Drxon. Do you still pay royalties to them ? 

Mr. Connor. They are in the period of suspension. 

Mr. Dixon. They are in suspension row. Well, no one as yet has a 
patent. 

Mr. Connor. That is correct. 

Mr. Dixon. These agreements were entered into certainly before 
this interference has ever been resolved. 

Mr. Connor. It was clear when we entered into our agreement with 
Schering that there was going to be an interference. The publica- 
tions had made that very clear. 

Senator Kerauver. What was the purpose of this specialty form 
agreement? Obviously it was to keep the bulk material from getting 
in the hands of these little drug houses so that they could make this 
product; wasn’t that it? 

Mr. Connor. Mr. Chairman, the purpose of the specialty from li- 
cense is to license us to sell in that form after issuance of the patent. 
I might say, Mr. Dixon, the provisions concerning the payment of 
royalties before the issuance of the patent are provisions that we ob- 
jected to violently in the negotiations with Schering. 

Mr. Dixon. But you bound yourself by agreement ? 

Mr. Connor. Yes. We have never ourselves entered into an agree- 
ment where as patentee or prospective patentee we have asked for a 
royalty or agreed to a royalty during this period, before the issuance 
of the patent with many other commercial organization. 

Now I heard Mr. Brown’s testimony on that, and I might say that 
he and I don’t see eye to eye on this as a business management matter. 
_ Research Corporation customarily does ask for royalties before the 
issuance of patents, and they are a nonprofit organization, and we 
have agreed to one or two such contracts. As a matter of principle I 
am opposed to that, because I think until the patent issues, it is hard 
to say who is going to win the interference, and therefore I don’t 











8096 ADMINISTERED PRICES 





think it is sound business judgment to try to figure out who pays what 
to whom during this period. 

Senator Keravuver. It’s not good business judgment to try to curtail 
the distribution of a product before a patent is issued, is it? 

Mr. Connor. Well, there was no attempt to curtail it before the 
issuance of the patent. 

Senator Keravuver. That is the meaning of this specialty form for 
sale limitation. In other words, no members of the Yoense agreement 
could sell in bulk form. You covenanted not to do that. 

Mr. Connor. No, sir; we didn’t covenant not to do that. 

Senator Kerauver. Well, you signed a contract not to do that. 

Mr. Connor. There is no covenant that we won’t sell in bulk prior 
to the issuance of the patent. Now when the patent issues, then if 
Schering gets the patent, then our license covers specialty sales only. 
Now I might say on that too that we didn’t agree with Schering’s 
position there. 

But we submitted it to counsel. We were advised that there was 
nothing illegal about it. It was just a question of whether as a matter 
of sound business judgment we wanted to accept it. We weighed all 
the factors involved. At that time we were proceeding to build the 
plant and to go forward into the market with our promotion, detailing, 
and other. programs with respect to Deltra, our brand of prednisone. 
So more or less as an insurance policy we agreed with Schering on this 
oe apes: point, although we felt in fact that they were asking a 

ittle too high a price for what was apparently a superior position. 

Senator Ravaceie. Mr. Connor, whatever the purpose may have 
been, you entered into a contract on May 22—and you signed it— 
which doesn’t say anything about selling in packaged form to take 
effect when the patent is issued. It took effect upon the date of the 
execution of the contract, and you actually carried that out until other 
companies started selling in bulk form and then you started selling 
it in bulk form. . 

Mr. Connor. Mr. Chairman, may I respectfully suggest—— 

Senator Keravuver. If that isn’t an effort to keep the product from 
little fellows in this business, I don’t know what is. 

Mr. Connor. May I respectfully suggest that that has not been our 
interpretation of the contract. We have felt free to sell in bulk, and we 
in fact sold in bulk when it suited our business purpose to do so, and 
we sell in great quantities now, although the Patent Office has not 
decided the matter yet. 

Senator Krravver. It says very clearly here that you are not to 
sell except in packaged form. That is what you agreed to do. 

Mr. Connor. As I have said 

Senator Krrauver. That was an illegal restraint. It was an effort 
to prevent these little people from getting bulk products and it was 
a restraint of trade. It isnot enforcible. 

Mr. Connor. Mr. Chairman, it is not our interpretation that it is 
illegal, but I don’t want to engage in a legal discussion either with 
you or with Mr. Dixon. I have too much respect for your legal ex- 
perience and judgment in these things. 

Senator Kerauver. You are very kind but I am just talking as a 
matter of fact and commonsense. 
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Mr. Connor. Our interpretation was that we could sell in bulk, 
and in fact we did. 


Senator Keravver. You should have put it in the agreement then 
and not agreed the other way. 

Mr. Connor. I will talk to our lawyers then about their poor 
drafting. 

Senator Keravver. All right, Mr. Dixon? 

Mr. Dixon. Mr. Connor, had all 5 parties 


Mr. Connor. Excuse me, are you talking now about this prednisone 
situation 


Mr. Drxon. Yes, sir. 

Mr. Connor. With Schering? Well, it wasn’t a five-party con- 
tract as you know. 

Mr. Dixon. I know. You hada contract with Schering? 

Mr. Connor. That is right. ‘ 

Mr. Drxon. Schering had entered into this same license agreement 
with other companies ¢ 

Mr. Connor. Well, that is your testimony, because I don’t know 
what is in their agreements—— 

Mr. Dixon. It is now a matter of record. 
this record. 

Mr. Connor. May I have copies? Oh, I must have them. All right, 
thank you. 

Mr. Drxon. Had there not been a Syntex Co., and all five companies 
had lived up to what they had signed and agreed to, how could those 
small companies shown on the chart on the easel obtain supplies in 
bulk form in any manner so that they could produce a finished tablet 
and enter the market and offer it for sale to druggists to the Govern- 
ment and to hospitals and other institutions at lower prices? 

Mr. Connor. Mr. Dixon, as I have indicated, I don’t have the facts 
as to whether we entered the market before Syntex or not, so it is diffi- 
cult for me to reply. I will be glad to look up those dates, but I 
know that our decision to sell in bulk was motivated by other con- 
siderations, because our chemical division, which does supply phar- 
maceutical manufacturers with bulk chemicals, was very desirous of 
having this material made available to their customers in bulk, and 
that was our consideration. 

Mr. Dixon. I think small companies that are now buying in bulk 
would very much like to know this, I would like to know if the 
happy day ever arrives and the interference is decided and you are the 
winner, do you intend to license these small companies so that they 
can engage in the manufacture of prednisone ? 

Mr. Connor. Our record in steroid hormones so far is that we have 
not denied any patent licenses. Now this does not mean that we 
won't in the future, because we make these decisions on the facts of 
specific cases. A lot depends upon the interference situation, and 
until that is determined we just don’t have any general statement. 

Mr. Dixon. As of now, of course, you don’t have a product patent 
in the steroid field to make that decision, do you? 

Mr. Connor. Oh, we have many important product patents in the 
steroid field, but nearly all of them cover intermediate products, and 
processes rather than the final product. 

Mr. Drxon. [I’m talking about the finished product now. 


Their agreements are in 
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Mr. Connor. We don’t have a product patent on the finished prod- 
uct on any of those 8 that I listed. 

Mr. Dixon. All right. On the product dexamethasone, which you 
sell as Decadron, I believe, you have not yet seen fit to license anyone 
except Ciba. Have you licensed Ciba ? 

Mr. Connor. Yes, Ciba has been licensed and so has Organon, 
son is a Dutch firm, but it has a subsidiary company in the United 

tates. 

Mr. Dixon. Would you consider licensing a small firm like that of 
Dr. Berke, who testified here ? 

Mr. Connor. Mr. Dixon, I by now have enough experience in this 
business not to make any conclusions as to who is going to get the 
patent until the Patent Office decides the matter, because it depends 
upon their evaluation of facts, so that we don’t have any decision yet 
as to whether, if we get the patent, other licenses will be issued and 
to whom. 

Mr. Dixon. One of your charts that you attached to your state- 
ment—this is exhibit 30—is entitled “corticosteroid plain tablets; 
leading brands by percent total, new prescriptions, 1950 to 1958.” 
Since this goes up only to 1958, could you supply us with the figures 
that would show your position in 1959 since you have come out with 
Decadron ? 

Mr. Connor. I think I can get them, Mr. Dixon. We don’t have 
them at the moment. 

Senator Kerauver. All right, suppose you get them and supply 
them to us. 

Mr. Drxon. Have you licensed anyone other than Ciba ? 

Mr. Connor. Ciba and Organon, yes. 

Mr. Drxon. Organon is a foreign company. 

Mr. Connor. It is Organon. 

Mr. Drxon. But they are not licensed under your American patent? 

Mr. Connor. Yes, they are, and they have a business operation in 
the United States, and Organon is one of the 29 competitors that I 
listed on that exhibit that accompanies my statement. 

Mr. Drxon. Therefore you have licensed two companies to produce 
and sell dexamethasone in the United States before you have obtained 
the patent? 

r. Connor. It is subject to our obtaining the patent. But we 
don’t get any royalties unless there is a patent, sir. 

Mr. Dixon. What conditions have you imposed on sale? 

Mr. Connor. None. 

Mr. Drxon. Do we have the agreement? 

Mr. Connor. If you don’t, we will certainly be able to supply it. 

Mr. Dixon. We will be glad to have it. 

Mr. Connor. Fine. I understand that you in fact do have the 
agreement. It was one of those submitted. ; 

Miss Tir. Mr. Chairman, we do not have coupies of any agree- 
ments in connection with dexamethasone. 

Mr. Connor. Miss Till, would the term “related compounds” means 
something to you? 

Miss Titu. Yes. 

Mr. Connor. Because that is the agreement that covers dexametha- 
sone. 
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a Titzt. And what companies are involved, so that we can 
follow ? 

Mr. Connor. We have separate agreements called related compound 
agreements each with—— 

Miss Titi. I am not speaking of the foreign agreements, Mr. Con- 
nor. Are you talking of the domestic agreements ? 

Mr. Connor. Yes. We have a separate agreement with Ciba called 
the related compounds agreement, and we have a separate one with 
Organon, and each one of those covers the U.S. situation, and then 
there are separate foreign agreements with each one. 

Miss Titi. I might add, Mr. Connor, that we have a copy of the 
agreement under which Merck receives a fully paid up license from 
Syntex with the payment of a lump sum by Merck. We do not have 
a copy of any agreement between Merck and Syntex with respect to 
the licensing of prednisone and prednisolone such as this with Pfizer, 
Upjohn, Schering and so forth. 

Is that a misstatement ? 

Mr. Connor. I don’t understand the question. Would you repeat 
it please? We do have this settlement with Syntex and I think you 
referred to that. 

Now which one don’t you have? 

Miss Titi. I’m talking about the license agreements which Merck 
has entered into with Schering, Upjohn, Pfizer and Parke-Davis, in 
which they cross license each other and agree to suspend royalty pay- 
ments until there is a settlement of the interference. 

We have no such agreement with Syntex, or perhaps there 
wasn’t one. 

Mr. Connor. Miss Till, we don’t have an agreement with any other 
firms except Schering under’ which we have an interim royalty 
provision, so that our agreements covering prednisone with Upjohn 
and Pfizer and Parke-Davis are different in terms as I remember them 
than our agreement with Schering. 

Miss Trini. We have no agreement for Syntex at all. That is my 
point. 

Mr. Connor. If you don’t have it, perhaps we don’t have one with 
Syntex. I will have to check that, because I understand that counsel 
checked and we had supplied everything you had asked for, but I will 
be glad to look into it. 

enator Keravuver. Miss Till, suppose you explain Merck’s foreign 
license agreements. 

Miss Titi. Just as in the United States there are only three manu- 
facturers, so abroad there are a very limited number also— 

g Mr. anne Excuse me, Miss Till. Did you say just in the United 
tates ? 

Miss Trix. Just as in the United States—— 

Mr. Connor. There are only three manufacturers of what? 

Miss Titu. Of prednisone and prednisolone, except I believe for 
Formet which we heard about today. 

Mr. Connor. What three are you saying manufacture prednisone? 

Miss Trt. Merck, Pfizer and Schering. We know of no others, 
Mr. Connor. 

Mr. Connor. Doesn’t Upjohn? 
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Miss Tit. No. It makes so little that it did not report for 1958 
to the Tariff Commission. 

Mr. Connor. I think you had better ask the Upjohn people. 

It is my understanding that they do, and also Dr. Berke, who was 
here today, says he makes it too, and he doesn’t claim to be a—— 

Miss Titi. According to the reports which we received from the 
companies, Upjohn made 2 percent of the total U.S. production of 
prednisone. It amounted to 25 pounds. 

Mr. Connor. Miss Till, didn’t you say earlier that Syntex made 
prednisone and sold it in bulk in the United States. 

Miss Titi. It is not a U.S. manufacturer and doesn’t report to the 
Tariff Commission. We are just talking about manufacturers. 

Mr. Connor. We certainly consider them a competitor in the manu- 
facturing situation. 

Senator Keravver. Let’s get to the foreign license agreements with 
Merck. 

Miss Tritt. We have one contract with Roussel Corp., a French 
company. The original contract is dated December 8, 1952. Later 
agreements cover hydrocortisone, prednisone and prednisolone. The 
original agreements include patents other than U.S. patents, and pre- 
sumably Roussel interpreted that to mean that it could not sell in the 
United States, because we have a copy of an amendatory agreement 
dated December 2, 1958, in which it is agreed that Roussel may be 
licensed under the U.S. patents and sell in the United States. 

Miss Tint. On cortisone. We understand, however, that Roussel is 
currently doing some bulk selling in the United States. It sells, so 
far as we know in packaged form only one product which is called 
Deltasmy! which is a combination of prednisone and other compounds. 

Mr. Connor. It sounds awful. 

Miss Titi. Yes, doesn’t it? Another agreement is with the Dutch 
firm Organon, and again it begins with a cortisone agreement in 1950, 
runs through hydrocortisone, and the last agreement reported to us 
was in 1956 which covers all related compounds invented through 
December 31, 1961, so we presume that dexamethasone may be covered. 

Mr. Connor. Yes; I think our interpretation is that dexamethasone 
is one of the related compounds that is covered in our United States 
and foreign agreements with Ciba and Organon. Organon appar- 
ently has not made use of that agreement to enter either the United 
States or foreign markets with dexamethasone although they are free 
to do so. 

Miss Tru. Again here the license is to make use and sell in all coun- 
tries except the United States. 

Mr. Connor. Which agreement is this, Miss Till? 

Miss Tint. Organon. 

Mr. Connor. Then there is another related agreement under which 
they are licensed under the U.S. patents. 

As you well know, the U.S. patent situation differs mark- 
edly from the patent situation elsewhere. So it is their custom when 
they enter into these agreements to have one agreement that covers 
the U.S. patent situation and then a separate agreement covering 
other countries that are involved in the licensing. 

Miss Ti. In the case of Organon, we know of no case in which the 
company is shipping into the United States. 
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A similar agreement exists with Organon 

Senator Kerauver. Just a minute. 

This has to do with what product ? 

Miss Tit. So far as we know, with all of the cortical steroid prod- 
ucts, there are no sales to the United States. 

Mr. Connor. By Organon ? 

Miss Tru. Yes. 

Mr. Connor. I think that is mistaken, because as I remember it, 
Organon is one of these competitors I listed. But I will be glad to 
check that. 

Senator Kerauver. Was there a limitation against selling Organon 
in the United States ? 

Mr. Connor. No, sir; no limitation whatsoever. 

Senator Kerauver. You related it, Miss Till. 

Is it in the agreement ¢ 

Miss Titi. The company is licensed to sell in all countries except 
the United States, so we presume that that prohibition in the license 
agreement may have accounted for the fact that Organon, Holland, 
is not selling in the United States so far as we know. 

Mr. Connor. No, sir. The reason is different. We have a separate 
agreement with Organon under which they are licensed under our 
U.S. patents. And since there are product patents in the United 
States, it is quite a different situation. 

But there is no limitation. You look at both agreements together. 
They can sell any place in the world. 

Senator Keravuver. Did the other agreement refer to the United 
States, Miss Till? Do you have it? 

Miss Tint. We don’t know about it. 

Senator Kerauver. Will you furnish us with the other agreement ? 
We asked for all the agreements. 

Mr. Connor. It has been furnished. I would like somebody to get 
together with Miss Till and look this over, because we have furnished 
the U.S. Organon agreement. 

Senator Keravuver. Miss Till has gone over all of them very care- 
fully. 

Mr. Connor. I don’t question that she has, but these are—— 

Senator Krrauver. Her report was that your agreement with 
Organon was that you sell anywhere except in the United States, and 
if there is any other agreement, we would like to have it. 

Miss Triu. Could the situation be that the agreement between Or- 
ganon, Holland, and Organon, United States, means that Organon, 
Holland, is operating through the U.S. subsidiary? Organon, Hol- 
land, so far as we know, does not come into the United States. 

Mr. Connor. Oh, well. Organon, Holland, isn’t qualified to do 
business in the the United States. They prefer to do business in the 
United States through a U.S. subsidiary called Organon, Ine., 
and that subsidiary is licensed under these products. As I understand 
their relationship, some of the products are made in Holland, and 
then shipped by the Dutch firm to their U.S. subsidiary 
and sold in the United States by that subsidiary. But there is no 
prohibition, it is just that their own corporate structure required this 
kind of an arrangement. 

35621—60—pt. 14-18 
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Miss Tru. We find no listing of products by any of these foreign 
companies that are available for sale in the United States. The same 
situation is true 

Mr. Connor. I know that these tariff figures that you get are used 
customarily. But I would suggest that a more accurate check on 
that point would be a market survey. Let me just take a look here 
at this list I have, which seems to elude me for the minute. On page 13 
of my statement Organon is listed as one of our competitors in this 
steroid hormone market. Ciba is listed, also, and there are 27 other 
firms listed. 

Miss Tru. Are these the U.S. companies or the foreign companies? 

Mr. Connor. These are the U.S. companies. 

Miss Tint. I think we are talking about different companies. The 
agreements with the foreign companies indicated they cannot sell, 
they are not licensed to sell in the United States. 

Mr. Connor. Well, this Dutch firm, Organon, owns an American 
firm, Organon, 100 percent, and the Dutch firm is not licensed to do 
business in the United States. So they prefer to have the license un- 
der the U.S. patent run to their wholly owned American subsidiary, 
which seems to make sense. 

Miss Trt, Thus a foreign company does not ship into the United 
States, is that correct ? 

Mr. Connor. Oh, yes, they ship into the United States. 

Miss Titi. But only to their subsidiary ? 

Mr. Connor. Yes, that’s right. 

Miss Titi. They do not sell in bulk to anyone else ? 

Mr. Connor. Apparently not, They are not licensed to do so. 

Miss Titi. They are not licensed to do so? 

Mr. Connor. No, they are not qualified under the U.S. corporation 
laws and tax laws. I think it is a tax problem more than anything 
else, because if they do qualify or in fact do business in some States, 
they get hit by taxes. ; 

Miss Trxx. I might point out at this point that in 1943 an antitrust! 
action was brought against Merck in connection with the allocation 
of world territory between Merck in this country. That agreement 
Pw canceled and the company enjoined from such action in the 

uture. 

I am wondering if perhaps something like that situation does pre- 
vail in connection with Organon and its American subsidiary ? 

Mr. Connor. May I assure you that nothing like that situation 
prevails with respect to Organon and its subsidiary. Organon can 
sell in the United States under any of the patents that we have up 
to the present time. They just prefer to do it through their own 
subsidiary, which they themselves organized in the United States, 
for tax purposes I suppose. 

Miss Tin. In the case of another agreement, that between Merck 
and Glaxo, England 

Senator Kerauver. What is that name again? 

Miss Triu. Glaxo is licensed under all of Merck’s foreign patents 
except that it may not make, use and sell in the United States and 
Canada. In the case of 
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Mr. Connor. Miss Till, I would just like to put in for the record 
that so far as I know Glaxo is not qualified to do business in the United 
States. They didn’t want a license under our United States or 
Canadian patents, and that is the reason for it. 

Senator Keravuver. Mr. Connor, let me ask you, whether they 
wanted to or whether they didn’t, you are prohibited from doing so 
by your license agreements? 

Mr. Connor. No, sir, they are not prohibited. It is just that we 
do have patents in a lot of different countries and when we do nego- 
tiations with these firms they select the patents under which they 
want to be licensed. 

In this case Glaxo selected these other patents and we licensed 
them under that. 

Senator Kerauver. Why did you put the prohibition in? 

Mr. Connor. There is no prohibition, Let’s say we have 15 pat- 
ents, one in the United States, one in Canada, one in England, one in 
France, et cetera. Glaxo comes to us and says “We want licenses 
under 13 of your patents.” We say “OK, you are licensed.” Now, 
we haven’t refused. We haven’t put in a prohibition. We just have 
licensed them only under patent rights in some countries and not 
the others. I think Miss Till will agree this is a common practice. 

Senator Krravuver. Miss Till, will you read the prohibition again ? 

Miss Tit. You want the prohibition from the agreement, itself? 

Senator Keravuver. If you have it there. 

Miss Tin. If you will just wait a moment. 

Senator Kerauver. All these license agreements have been made 
part of the record. 


Dr. Buatr. Mr. Chairman, may I introduce a set of figures at that 
point which bears on this matter under discussion ? 

The firm Arthur D. Little, as I understand it, conducts a survey 
of retail sales of drugs by brand names. Their estimates of the re- 
tail sales for corticosteroids for the 6 months of 1959 includes no 
reference to any brand name of any foreign company. 

Now, I believe it would be a logical Sty -amerr9ag from this show- 


ing, to assume that if there were sales by foreign companies in the 
United States of these corticosteroids, they were of such slight 
amount as not to show up in this survey. 

Mr. Connor. Dr. Blair, I can’t think of a more illogical conclusion. 
Actually, as the list I submitted on page 13 of my statement shows 
there are quite a few foreign owned companies offering to the retail 
druggist, and through him for prescription by the U.S. physician, 
many of these prescription cortical steroids. Just as one see “A 
Burroughs Wellcome is listed. That is a wholly owned English 
company doing business in the United States through an American 
subsidiary but nevertheless that is the way that you do business. 

Senator Krravver. I suppose Mr. Little is right insofar as it re- 
lates to the foreign companies themselves, that. none of the products 
in their name are on the American market. I think Mr, Little makes 
a careful survey. ; 

Mr. Connor. I have great respect for Arthur D, Little but I sub- 
mit I know a little more about the cortical steroid market and our 
competitors than he does. 
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Senator Krrauver. Dr. Blair, will you put the survey that you 
referred to in the record ? 

Mr. Connor. And may I have a copy of it, Dr. Blair? 

Senator Keravuver. Ye. That will be exhibit 46. 

(Exhibit No. 46 follows :) 


Prescription sales—6 months 1958 versus 6 months 1959 (includes new 
prescriptions and refills, manufacturers’ levels) 


{In millions] 


6 Months | 6 Months 
1958 | 1959 


Corticoids: 


Total. $15.1 | 


| 
| 
| 
Aristocort (Lederle) 3.3 | 
Cortone (Merck 8 & D) -6 | 
Decadron (Merck 8 & D)--_- pee ioc aaa ‘ 

J. hk a er : ; 
Hydrocortone (Merck 8 & D) 

Kenacort. (Squibb) -. --_- 

Medro! (Upjohn) Sodh | 
Meticortolone (Schering) - -- 

Meticorten (Schering) | 

Sterane (Pfizer) 


| 
| 


oi 
‘3 


Miss Trt. The next agreement is with Ciba, Switzerland. Appar- 
ently there is a foreign cortisone agreement of 1950, but we do not 
have a copy of that, Mr. Connor. 

Mr. Connor. I will be glad to furnish it. I understood from our 
counsel that we had complied and submitted every single paper that 
had been covered by the subpenas so that this must be an oversight 
if you don’t have it. 

Miss Tru. Thank you. Various amendments are added with 
respect to new products. So far as we know, again, here Ciba, Swit- 
zerland, does not ship any of these products into the United States. 

Mr. Connor. Miss Till, it seems t6 me that this is such an important 
point, and I am a little disturbed by Dr. Blair’s conclusion, which I 
consider illogical, that it might be well for this committee to question 
one of these foreign-owned firms on this very question when they are 
before you, because Ciba is a strong competitor in the U.S. market in 
cortical steroids. Now, this Ciba that I am talking about is 100 per- 
cent owned by Swiss interests, and the U.S. corporation gets their 
material in various forms from the Swiss company. 

But this is something that I think is important and should be 
straightened out, because I wouldn’t want you to draw the wrong 
conclusions. 

Dr. Biair. Mr. Chairman, in that connection may I just. point out; 
again I apologize if I am illogical as I am pretty tired. ; 

Mr. Connor. Soam I. Excuse me, Mr. Chairman. This does raise 
a point. Dr. Kendall is still with us, and also Dr. Sarett and they 
don’t: plan to stay for tomorrow unless you and the other members of 
the committee would like to question either one of them. 

Senator Kreravver. I don’t think we will need them tomorrow, or 
Dr. Hench, either. We appreciate your attendance here, gentlemen. 

Mr. Connor. Dr. Hench will be here. He arranged his schedule so 
that he can be. 
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Dr. Buatr. The last thing I had said was how illogical I may be. I 
was just offering a hypothesis which seemed to me a reasonable 
inference to be drawn from the figures contained in the Arthur 
Little survey. It may be a misreading of those figures. 

Mr. Connor. Yes. Well, I didn’t plan to question it. I just wanted 
to — out that this is a very complicated matter. 

nd it is so important that I think if you ask these foreign-owned 
companies directly, you will get the information. 

Dr. Biarr. Now in that connection may I call attention to the chart 
contained in your opening statement? Corticosteroid plain tablets 
leading heat by percent, total new prescriptions. The largest seg- 
ment for 1958, 30.7 is Meticorten which I take it is the Schering brand. 

Mr. Connor. Yes, sir; that is right. 

Dr. Buatr. The next largest for that year was Aristocort. 

Mr. Connor. Yes, sir. 

Dr. Buatr. Then Medrol with 18.1, which is Upjohn’s brand. 

Mr. Connor. Yes, sir. 

Dr. Buatr. Kenicort with 8.9, which is Squibb’s brand # 

Mr. Connor. That’s right, sir. 

Dr. Buatr. We have 2.9 percent for Meticortelone. 

Mr. Connor. That’s right. 

Dr. Buarr. And 3.2 for Sterane. 

Mr. Connor. Yes. That is Pfizer’s. 

Dr. Buatr. So that makes up acocrding to your own exhibit, 87.6 
percent of the total corticosteroid market? 

May I say none of these firms are foreign firms? 

Mr. Connor. Well, look at the top of the page. There is a notation 
12.4 percent. 

Dr. Buatr. Correct. 

Mr. Connor. That is all other. Coming right across. And that all 
other does include some foreign firms. 

Dr. Buair. So that makes up according to you own exhibit, 87.6 
companies such as those shown on the chart—— 

Mr. Connor. Yes. 

Dr. Buatr. May be able to get. 

Mr. Connor. Now that chart doesn’t show the business actually 
done. These are the new prescriptions that were written during this 
period. It shows the trend and how the new products take over. 

So the actual business done is a separate situation. Nevertheless 
some of these foreign-owned firms are competitors in this situation. 

Dr. Briar. That is an important clarification. I do think that 
this chart is a contribution to our knowledge. 

Mr. Connor. It says so in the heading, but it is rather cryptic. 

Dr. Barr. The only conclusion one could draw is that insofar as 
new prescriptions are concerned, at least, whatever share the foreign 
producers may have back in 1958 has to be some portion of 12.4 per- 
cent. 

Mr. Connor. Yes. Of course the matter is determined by the doc- 
tors of the United States writing prescriptions. A foreign firm that 
has an excellent reputation, as Ciba has, if it has the products, will 
get a ee share of prescriptions. And that is what deter- 
mines this, 
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Senator Keravuver. All right, Miss Till, do we have some other 
licensing agreements ? 

Miss tos. No; that completes it. We judge from the agreements 
that have been supplied to us that both Organon and Ciba have been 
licensed to make, use, and sell dexamethasone. Is that correct? 

Mr. Connor. Your statement was that only Ciba and Organon have 
been licensed ¢ 

Miss Tritt. That those two have been licensed. 

Mr. Connor. Yes. 

Miss Titi. To make and sell ? 

Mr. Connor. Yes; they have been. I don’t know what the other 
firms who are in the interference have done on licensing yet. 

Miss Titu. Neither of those companies are currently engaged in 
manufacture, however, since Ciba, Switzerland and Ciba, United 
States is buying from Merck ? 

Mr. Connor. That is not right; Ciba is either manufacturing dexa- 
methasone or buying from another supplier other than Merck. We 
are not selling Ciba bulk dexamethasone. We sold a small quantity 
to them early this year for their clinical evaluation purposes, but we 
haven’t sold any since. 

Miss Titi. Well, sir, we have a sale in 1959 of 3,000 grams. 

Mr. Connor. Is that the same sale you referred to before ? 

Miss Titi. No; to Ciba, Switzerland. The other one was to Ciba, 
United States. 

Mr. Connor. The foreign situation is quite different. 

Miss Tir. Isee. Yousupply Ciba, Switzerland. 

Mr. Connor. Not regularly but early in the year we did sell them 
a quantity, and we do have other foreign customers. You were just 
reading I think earlier the U.S. bulk market situation, where we have 
made that one small sale of 1,000 grams, I think, for Ciba’s clinical 
programs. 

Miss Tix. In addition there are, four or five agreements relating 
to dexamethasone under which a company called ——— 

Mr. Connor. May I point out right there, Dr. Blair, that on dexa- 
methasone at least Ciba is in the market with their brand and Ciba is 
a foreign-owned firm. 

Dr. Buarr. That presumably will show up in the bar for 1959 which 
you have agreed to supply us. 

Mr. Connor. It should; yes. 

Dr. Buatr. Based on your best judgment, as I understand it. 

Mr. Connor. Yes. 

Miss Tru. But that is Ciba, United States, which is selling in the 
United States, not Ciba, Switzerland, is that correct? 

Mr. Connor. Miss Till, we could go round and round on this. Ciba, 
Switzerland, isn’t qualified to do business in the United States for 
their own corporate purposes, and if you will just ask them why they 
organized themselves this way I am sure they will tell you. 

Mr. Dixon. Let me ask you 

Mr. Connor. It is just like saying that we are not authorized to do 
business in England because we do business there through a subsidiary 
which we have which is 100 percent owned by us, but we consider 
that we do business in England. 
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Mr. Dixon. Let me see if I can clarify in my own mind this question 
of no imports and no sales to the United States. 

If you enter into a licensing agreement with a foreign corporation, 
am I to understand you correctly that as to whether or not sales are 
made in the United States or not, it is up to the foreign corporation 
to come to the United States and qualify itself? Is that what we are 
to understand ? 

Mr. Connor. Well, I don’t know that a generalization is too helpful, 
but if the foreign corporation is not authorized under State corpora- 
tion laws to do business in the United States, and we were in negotia- 
tions with them concerning patent licensing, they would not request 
a license under any U.S. patent, because they couldn’t use it if they 
rot it. 

, Mr. Dixon. That is the point I want cleared up. For instance, 
Ciba is qualified to do business in the United States. It has a domestic 
subsidiary, we will say. 

Mr. Connor. Right. 

Mr. Dixon. Do you have a license agreement with the American 
Ciba ? 

Mr. Connor. Yes. 

Mr. Dixon. You have one with the American Ciba ? 

Mr. Connor. Yes; and with the foreign Ciba. 

Mr. Drxon. So having one with both, you don’t know where it 
comes from, is that what you are talking about? You don’t know 
where the ultimate 

Mr. Connor. No. 

Mr. Dixon. Is that your point ? 

Mr. Connor. Since they are licensed under all the patents——— 

Mr. Dixon. Abroad ? 

Mr. Connor. Worldwide, including the United States, there is no 
problem. A dexamethesone product sold by a Ciba company in any 

yart of the world will be licensed by us when and if we get patents. 

ow as has been brought out, on dexamethasone no patient has issued 
yet. The matter is in interference, and their license calls for no 
royalty payments during this interim. It, in effect, takes effect when 
and if we get a patent. 

Mr. Dixon. You get no royalty and no payment while the inter- 
ference is going on? 

Mr. Connor. Right. 

Mr. Dixon. But the question does come up where there is no qual- 
ified subsidiary in the United States of a foreign corporation ? 

Mr. Connor. Well, the Glaxo situation 

Mr. Dixon. That is the English firm. Let’s discuss the Glaxo 
situation. 

You have issued them a license to be used in the foreign field? You 
have not issued them one in the domestic field, in the United States. 
Do I understand that correctly ? 

Mr. Connor. Miss Till has cited our agreement with Glaxo. What 
does it cover ? 

Miss Tru. It provides—— 

Mr. Connor. What products? 

Mr. Dixon. Hydrocortisone, and other products. 
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Mr. Connor. Since we don’t have a product patent on hydrocorti- 
sone, if they make this material in England, they can ship it into the 
United States and sell it. 

Mr. Dixon. That is the point. 

Mr. Connor. If they are qualified to do business in the United 
States. 

Mr. Dixon. Allright. What if you get the patent? 

Mr. Connor. On hydrocortisone it is clear. This is history. No- 
body is going to get the patent. 

Mr. Dixon. Nobody is going to get it. Let’s talk about an example 
of dexamethasone then. You have, do you not, licenses under dexa- 
methasone where there is an interference 

Mr. Connor. Yes; we have two license agreements that cover dexa- 
methasone. One is with the Ciba corporate family, the other is with 
the Organon corporate family. There are no restrictions of any kind 
which would limit them geographically. If they make dexamethasone 
in any country, they can sell it in any other ae 

Mr. Drxon. Will that apply if you are successful in obtaining a 
patent ? 

Mr. Connor. That will apply, sir. They will be licensed to sell 
anywhere in the world. 

fr. Dixon. Because you have entered into a dual arrangement with 
both the domestic corporation and the foreign corporation? Is that 
the reason ? 

Mr. Connor. Yes. They have a subsidiary, each one, and_ these 
are separate agreements with each. Each one has a U.S. subsidiary 
qualified to do business in the United States. 

Mr. Drxon. This may not. have occurred, but to clarify this point, 
had there not been a corporate family, had Ciba not possessed a do- 
mestic corporation, and you entered into this license agreement with 
them, if you were successful in getting the patent in the United States, 
could they come here and sell it then.? 

Mr. Connor. The late President Roosevelt would characterize that 
as an iffy question. Since the facts are different, and since we have 
no geographical or other limitations on them, I don’t see any sense in 
commenting on what we might have done under other circumstances. 

Senator Krrauver. What is the name of the Ciba U.S. company? 

Mr. Connor. My recollection is Ciba Pharmaceutical Products, Inc. 

Senator Kerauver. And what is the name of the Swiss company? 

Mr. Connor. I just call them Ciba. 

Senator Krravver. If Ciba did not have a U.S. company, the Swiss 
company under this licensing agreement could not do business over 
here, is that correct ? 

Mr. Connor. I think their problems would be more fundamental 
than that. They would have some tax questions if they did under 
the State and Federal tax laws. Since they do have a license through 
their U.S. subsidiary, T really don’t think that—— 

Senator Krravver. All right, we will stand in recess until 10 o’clock 
tomorrow morning. 

(Whereupon, at 5:35 p.m. the hearing adjourned, to reconvene at 
10a.m., Thursday, December 10, 1959.) 
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THURSDAY, DECEMBER 10, 1959 


U.S. SENATE, 
ScupcoMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present : Senators Kefauver (chairman), Hart, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority; 
Theodore T. Peck, special counsel for minority; Nicholas 
H. Kittrie, special counsel for minority; Horace L. Flurry, assistant 
counsel; Joseph C. Golden, attorney; Dorothy D. Goodwin, 
attorney; Ed Dupree, attorney; Dr. John M. Blair, chief economist ; 
Dr. E. Wayles Browne, Jr., economist; Dr. Irene Till, economist ; 
Walter S. Measday, economist; Herschel Clesner, special consultant ; 
Lucile B. Wendt, patent consultant; Paul S. Green, editorial director ; 
and Gladys EK. Montier, clerk. 

Senator Keravuver. The committee will come to order. Mr. Chum- 
bris has a correction to the record. 

Mr. Cuumpris. Mr. Connor, yesterday I directed a question to you 
and you were going to look into it and report back. 

But what I wanted to do now: I read the question this morning in 
the transcript and there is a little change in the wording of the ques- 
tion that I wanted you to hear. 

The question was “Whether net worth means one thing to the 
ethical drug business and net worth may mean something else to a 
business where there isn’t so much risk involved.” That is the question. 


STATEMENT OF JOHN T. CONNOR, PRESIDENT, MERCK & CO., INC., 
ACCOMPANIED BY DR. PHILIP S. HENCH, DR. AUGUSTUS GIBSON, 
DR. EDWARD C. KENDALL, AND EUGENE L. KURYLOSKI—Resumed 


Mr. Connor. Mr. Chumbris, I think net worth is an accounting 
term that is generally applicable to all industries. I don’t think that 
there is any special phase of the definition that applies just to the 
ethical pharmaceutical business. 

Mr. Cuumpris. Then from your point of view it wouldn’t make any 
difference as to the degree of risk in an industry. It wouldn’t make 
any difference as far as the net profits or net worth ? 
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Mr. Connor. I would think that the degree of risk would be one 
element that would make a difference as to how you can increase your 
net worth, but the definition itself I think is constant for all industry. 
That is my understanding. 

Mr. Cuumpris. Mr. Chairman, the other part of that question con- 
tinued that I would like to have the record corrected so that it would 
read this way: “Someone has raised the question that your net worth 
figure in the ethical drug business would be different, for instance, 
than the steel or automobile business where there isn’t—and I would 
like to have it read—the same degree of risk involved.’ ” 

Senator Krravver. All right, we will let the record be corrected 
that way. 

Mr. Peck. Mr. Chairman. 

Senator Kerauver. Senator Hart has been very faithful in attend- 
ance. Do you want to ask any questions or make any observations 
this morning, Senator Hart? 

Senator Harr. Mr. Chairman, I would like the record to show that 
my absence on Monday and Tuesday, the first 2 days of hearing, 
was occasioned by my presence at the hearing of the Senate Select 
Committee on National Water Resources in three New England States, 

Senator Keravuver. Iso understood. You were here all day yester- 
day and you came as soon as you could, and we certainly do appreciate 
that fact. 

Mr. Peck? 

Mr. Pecx. Mr. Chairman, I have two statements that I would like 
to introduce for the record. They both come from the Health Infor- 
mation Foundation located at 420 Lexington Avenue, New York City. 

Each one is written by Dr. Oden W. Anderson. The first one is 
dated November 9, 1959, and is entitled “A Review of Private Expend- 
itures for Drugs in the United States in Relation to all Personal 
Health Services and Goods.” 

The second of these two statements is dated November 13, 1959, and 
is entitled “An Examination of the Problem of Measuring Health 
Levels in Populations and Reasons for Changes Over Time.” 

I understand, sir, that both of these are worthwhile articles and I 
ask with your permission that they be introduced into the record and 
made a part thereof. 

Senator Krrauver. Let them be made a part of the record and 
printed in the appendix of the record. 

(The documents referred to may be found beginning on p. 8855.) 

Mr. Peck. Thank you, Mr. Chairman. 

Mr. Dixon. Mr. Connor, in response to invitations, to bid, Merck 
does bid on steroid products to the Military Medical Supply Agency, 
does it not, sir? 

Mr. Connor. Yes we do, Mr. Dixon. 

Mr. Drxon. I would like to call this to your attention as I did to 
Mr. Brown of Schering. In March 1958 the MMSA sought bids on 
prednisone. It was able to buy for $41.50 from the low bidder 1,000 
tablets of five milligram prednisone pills, which is roughly a little 
bit more than a druggist has to pay for 200 tablets. This was won by 
a small company, the Chase Chemical Co. We note that Merck’s bid 
on this quantity was $75. In February 1959 the Military Medical 
Supply Agency was able to buy a thousand tablets on bid for $20.98 
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from Premo Pharmaceutical Co. We note that on that bid your price 
was $63.70, and on this same quantity the druggist had to pay $170. 

We also note that the Veterans’ Administration also buys prednisone 
tablets, and that before they sought bids, you negotiated a sale with 
them of $136,000. We note that at the same time that the Veterans’ 
Administration negotiated this bid with you, the Military Medical 
Supply Agency was buying on a competitive basis and paying about 
$40 a thousand. This works out for your negotiated price to the 
Veterans’ Administration of $136 a thousand. Then when they went 
to advertised bids, your bid was $75. 

We notice that one month later, March 1958, the agency called for 
competitive bids, and in this case a small company, Panray, won it with 
a bid of $38.50. We find in February the Veterans’ Administration 
bought a thousand bottles of tablets, each containing 1,000 tablets, 
from Merck for $136,000 and one month later it bought the same 
quantity from a small company under competitive bidding for $38,500. 

It is also of interest to us to note that on this competitive bid, you 
dropped your price to $95, whereas one month earlier you had nego- 
tiated the price of $136. 

We also have been informed that in January 1959 the Veterans’ 
Administration was buying at $22 as compared with the Medical Mili- 
tary Supply Agency at $20.98 for the same volume, and by this time 
your price was down to $65. There are other similar examples. 

How do you explain, sir, the difference between the $65 price that 
you quoted for the same quantity of the same product which you quoted 
to the druggists at $170? 

Mr. Connor. Mr. Dixon, is this an identical product? I don’t have 
those figures in front of me. 

Mr. Dixon. Yes. ; 

Mr. Connor. It is our product Deltra; is it? 

Mr. Dixon. That’s right, sir, it is. 

Mr. Connor. And it isthesame size, same strength ? 

Mr. Dixon. Yes. 

Mr. Connor. Well, my answer is necessarily subject to checking the 
figures, but since you have them in front of you, let’s assume that they 
are accurate. The competitive conditions are quite different in the 
Government business trade than they are in the retail pharmacy trade. 
We try to be competitive in all channels of trade in which we do 
business. 

The Government as a purchaser offers some different conditions. 
For one thing, Government business is usually in large quantities, and 
you can, in an effort to get that business, go in at a low price and take 
a particular piece of business that you are able to fill without any 
Robinson-Patman Act problem. 

In the retail trade, on the other hand, you have to offer the same 
a to all druggists, so that the business of any one druggist may not 

substantial enough to warrant going in at a lower price to get his 
business, because then you may have to offer that lower price generally 
to all retail druggists. 

Another difference is that the Government has its own control 
laboratories, so that it is able to check the quality and other charac- 
teristics of the particular drug that it buys. The retail pharmacist 
of course doesn’t have this and has to rely more on the integrity, the 
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good name, the built-in quality and the other important features 
from the manufacturer. Consequently, these smaller firms have a 
much more direct influence in the Government business than they 
do in the retail drug business where there has to be more reliance 
upon the important features that the druggist is not in a position to 
check for himself. 

In this situation over a period of time, as T indicated, we have gone 
after Government. business. Government business generally goes 
at lower prices than in the retail trade. But as T indicated in my 
testimony yesterday, taking all business that we do into consideration, 
our profit margin for a 10-year period on this cortical steroid busi- 
ness has been 13.8 percent. 

Mr. Dixon. Isn’t it true that the Government asks for bids in the 
generic name of the drug? 

Mr. Connor. I think that is true; yes. 

Mr. Drxon. Isn’t it also true that the principal reason for the lower 
bids is that the small firms quote lower prices? 

Mr. Connor. We now get into this question of why a doctor con- 
siders it important to prescribe a brand name, and IT would like to 
offer for the record a booklet. put out—— 

Mr. Dixon. Before you offer that, I asked a question that T think 
was clear. Isn’t the competition with the Government that was being 
met by you the competition that came from small firms? 

Mr. Connor. Oh, there is competition from small firms in all chan- 
nels of trade. But. it varies in intensity because in the Government 
channel of trade there is less reliance by the Government on the integ- 
rity, quality features, and so forth of the manufacturer, since all 
manufacturers must. meet. the minimum levels prescribed either by 
the USP or the Food and Drug Administration. But in the retail 
trade it is an established fact that the products of all manufacturers 
differ in quality widely. ~ 

For 24 reasons that are set. forth in this booklet, the difference is 
shown. I would like to offer that because it is an important 
consideration. 

Senator Keravuver. Very well, we will let the booklet be filed. Tow 
long is it? 

Mr. Connor. The last page doesn’t seem to be numbered but. in 
any event I will identify it by the title “Twenty-four Reasons Why 
Prescription Brand Names Are Important to You.” It is a publica- 
tion of the National Pharmaceutical Council. 

Senator Keravver. We will make it exhibit 47. 

(Exhibit No. 47 may be found on p. 8637.) 

Senator Krrauver. Mr. Connor, I really can’t understand how you 
‘an sell to the Government at just about a third of the price you sell 
to the pharmacist. No matter how much the pharmacist might buy, 
you are still selling to the Government at just about a third of the 
price to the pharmacist. That doesn’t seem right to me. You must 
make a profit on what you sell to the Government. Otherwise you 
wouldn’t bid on the product. No matter how much the pharmacist 
might buy, according to this chart, you are selling to the Government 
for just about a third of what you sell to him. 

T can’t understand that. 

Mr. Connor. I will do my best, Mr. Chairman, to 
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Senator Keravuver. It is the average citizen who has to buy from 
the druggist, which includes the druggist’s markup. Government 
business goes only to people in the armed services and to Government 
hospitals. It is not available to the general public. Why can’t you 
give the public a little break like you do to Government hospitals? 

Mr. Connor. Mr. Chairman, the competitive conditions in each 
channel of trade are intense, but they differ from one channel of trade 
to the other, for some of the reasons that I have indicated. We look 
at our steroid hormone business as a whole. So long as the profit 
—_——- which in 1958 was 11.9 percent, and as long as our average 
markup, which in the same year was 3314 percent for all our steroid 
hormone products in all channels of trade, is at a satisfactory level, 
we are quite willing to compete for the business where it is oflered if 
we think it is important for us to be a supplier of the U.S. Goverr- 
ment from time to time, even though the returns we get through that 
channel of trade are Jess than the returns we get through the retail 
trade. 

Senator Kerauver. You must make a profit on what you sell to the 
Government. 

Mr. Connor. As I indicated, sir, we don’t keep our books so that we 
can tell just what the profit is on a specific product in a specific channel 
of trade. But I did introduce into the record evidence of our overall 
profit margin and our average markup on all of these cortical steroid 
products, and I think that they are reasonable from the public interest 
point of view. 

Senator Kreravuver. All right, Mr. Dixon. 

Mr. Cuumpris. Mr. Chairman, may I ask a question at this point? 

Senator Krerauver. Mr. Dixon wanted to. 

Mr. Dixon. Let me make this observation on the document that 

ou just offered for the record. I notice that it was printed by the 

ational Pharmaceutical Council, Inc., and carries a list of member 
companies. These include: Abbott Laboratories; Ames Co.; Bur- 
roughs Wellcome & Co., Inc.; CIBA Pharmaceutical Products, Ine. ; 
Geigy Pharmaceuticals; Hoffmann-La Roche; McNeil Laboratories; 
Mead Johnson; Merck Sharp & Dohme; William S. Merrell Co.; 
Ortho Pharmaceutical Corp.; Pitman-Moore Co.; J. B. Roerig & 
Co., which is a division of Charles Pfizer & Co., Inc.; G. D. Searle & 
Co.; Smith Kline & French Laboratories; E. R. Squibb & Sons, a 
division of Olin Mathieson Chemical Corp.; the Upjohn Co.; Warner- 
Chilcott. Laboratories; White Laboratories, Inc.; Winthrop Labo- 
ratories, a division of Sterling Drug Inc.; and Wyeth Laboratories. 

It would appear to be the purpose of this article to impress the 
reader that there is a great deal of difference in quantity, purity, size, 
quality and whatnot, of brand names. 

I notice that the member companies listed are principally all of the 
Jarge companies. I also notice that it is the principal large companies 
which quote the high prices to the druggist. I do not notice any of the 
smal! companies here. Do you have an explanation for that, sir? 

Mr. Connor. My explanation is that the National Pharmaceutical 
Council is composed of some of the leading companies in the business, 
not all of them, but it is certainly true that the companies who are 
members here are outstanding companies, most of whom I would 
classify as creators under my three-part definition that I gave in 
the record yesterday. 











8114 ADMINISTERED PRICES 





Mr. Dixon. I would classify them as high prices. 
Mr. Connor. Well, that is one classification. Ihave another one. 
Mr. Drxon. It is very important, apparently, in selling drugs to the 

druggist, to impress him with the fact that there is something different 

in brand names as to purity, size, and so forth. But we understand 
this. We understand whether you are large or small, you cannot sell 

a steroid drug until it meets the specifications of the Food and Drug 

Administration, the USP standard. We understand that if a company 

is within that standard, its product is as good as anyone else’s product. 

So when you represent to the doctors or to the trade that a small com- 

pany’s product, that has met this standard, is not as pure or not as 

beneficial, you are putting the small company at a distinct disad- 
vantage, are you not, sir? 

Mr. Connor. Well, it is true, sir, that the products of manufacturers 
do differ widely in purity, in quality, and in other features that are 
extremely important from the point of view of the prescribing physi- 
cian. And it is true that when the physician prescribes Merck prod- 
ucts, he can have confidence in our integrity, in the fact that we have 
built into that product the best quality that we can. I don’t know that 
he can have the same confidence in the products of some of these other 
firms. 

While it is true that all manufacturers must meet the minimum 
specifications for new products prescribed by the Food and Drug 
Administration, it takes quite a time for new products to get stand- 
ardized to the point where they are in the USP. Even then, the ques- 
tion of whether a particular manufacturer turns out products that 
meet this minimum specifications, becomes a matter of enforcement. 
And the Food and Drug Administration does not have enough em- 
ployees to check on each lot of each particular pharmaceutical product 
that is offered for sale. 

It is usually only when a manufacturer gets in trouble that the Food 
and Drug Administration comes in,,although they do have a system of 
regular inspections to the extent that they can do this with the available 
personnel. 

As a matter of fact, my personal point of view is that the Food and 
Drug Administration should get more financial support from Con- 
gress, because at the moment they don’t have sufficient funds and per- 
sonnel to do the job that they are held responsible to do. 

But aside from that, even though the manufacturer meets the mini- 
mum specifications, nevertheless our company goes well above the 
minimum specifications in all of our products. We have specifications 
that meet our own more exacting standards that are higher than 
those specified as minimum by the Food and Drug Administration. 
This is important from the doctor’s point of view. 

Senator Keravver. Mr. Connor, the military purchasing depart- 
ment in the Veterans’ Administration requires certain standards. 
They receive bids from these little companies and buy from the little 
companies just as they buy from the big companies. I can’t believe 
that they would be giving their patients products that they buy on a 
competitive basis if they were inferior. 

r. Connor. I can’t either. 
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Senator Keravuver. And furthermore most of these little companies 
buy their bulk material from you or some other large company, so 
that argument is not very persuasive to me. 

Mr. Connor. May I try to be more persuasive on this point ? 

Senator Kerauver. They do not give any preference to Merck or 
Schering, and so forth, in connection with their bids. If companies 
meet, these rigid standards, as they do, they are all treated alike 
and the bid goes to the lowest one, which in most cases is one of these 
little companies. The small companies say they don’t manufacture 
under one test for the Government and one test for the pharmacies; 
they manufacture the same product for the Government that they 
do for the pharmacies. We will have some of them in who will testify, 
and that is what we have found on our investigation. 

Mr. Connor. Well, sir, the Government as a customer is in a differ- 
ent position than the average physician. The average physician does 
not have his control testing fahoeainey, so that periodically he can 
— up all the tablets or eras or other forms available in the 

rugstore and assure himself of the high quality that he wants. On 
the other hand, the U.S. Government does have its own testing labora- 
tories, and when it gets a bid from any supplier, it is in a position to 
test the product before it uses it. 

I agree the U.S. Government maintains very high standards for 
the products it uses; but it is in a position to do something that the 
average physician just can’t do. 

Senator Kerravuver. The point is that these little companies sell 
the same product—which meets the Government’s high testing require- 
ments—to the Government as they do to the pharmacist. 


Mr. Connor. Mr. Chairman, I have — 1y for little companies. 


My father was a small businessman, and his modest success in that 
enabled us to get an education. But it isn’t a question of size; it is 
a question of the kind of job you are attempting to do, and many of 
these small companies do an outstanding job, and we don’t question 
that. Some of the perhaps don’t have as high or exacting standards. 

If I were a physician, before I prescribed a product for one of 
my patients, particularly an injectible product, I would want to be 
pretty sure of the quality of it. 

Mr. Peck. Mr. Chairman ? 

Senator Kerauver. Mr. Peck. 

Mr. Peck. Mr. Connor, we have heard during the last 2 or 3 days 
quite a bit about the Food and Drug Administration and also about 
USP standards. 

_I would like to know what it is that the Food and Drug Administra- 
tion tests when it tests something. Does it test a bulk material, or 
does it test a finished pill or capsule ? 

Mr. Connor. This gets to the second part of Senator Kefauver’s 
question, and that is, don’t some of these small companies buy Merck 
bulk products. And they do. But we are not responsible for what 
happens after that, because the whole pharmaceutical operation 
which by the way, Mr. Chairman, I would like to have the opportunity 
to describe and put in the record—that whole pharmaceutical opera- 
tion is in the hands of the Merck customer, who then has to go through 
a long series of steps before he ends up with a finished product. He 
then has the responsibility for seeing to it that this product meets 
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Food and Drug Administration standards. It is his responsibility, 
not ours. 

Mr. Peck. What I want to know, Mr. Connor, is this: You sell bulk 
material, substance “X”, let’s say. 

Mr. Connor. Yes, and it is usually in a powder form. It is not in 
finished tablet form. A lot of work has to be done to it to put it in 
the form that the physician will prescribe. 

Mr. Peck. That is correct. 

Now, the bulk material is perhaps a powder, perhaps sold in a bottle 
or a plastic bag. 

Mr. Connor. A large container; certainly not a prescription size. 

Mr. Peck. A sterile container of some type, I would presume. Now, 
that bulk material is one of several ingredients which goes into a 
final product, is it not? 

Mr. Connor. Oh, yes; particularly in some of the ophthalmic so- 
lutions and the injectibles and the topical forms, and even in tablets. 
There are combinations of various ingredients, each ingredient of 
which may be obtained from a different supplier, and then it is the 
responsibility of the pharmaceutical manufacturer who buys all these 
ingredients to combine them properly to make sure that they relate 
properly one to the other, and that the final product meets the 
standards. 

Mr. Peck. Now, many of the materials which would go into a final 
product such as a pill that you or I might buy at a drugstore are inert, 
are they not? 

Mr. Connor. Yes; they are fillers. 

Mr. Peck. Several fillers. There might be some sugar, some clay, 
some coloring material. 

Mr. Connor. But there are also frequently several active ingredients 
which are in the combination product that is prescribed for the physi- 
cian’s purpose. 

Mr. Peck. So that the bulk matefial of substance X—and I use that 
term so that it may refer to any of the materials you sell in bulk— 
that bulk material is only a percentage, and perhaps a small percent- 
age of the finished product that might be sold in a drugstore. 

Mr. Connor. Yes; that is right, Mr. Peck. 

Mr. Peck. Now, how many other materials might go into a finished 
pill or capsule in addition to a little bit of the bulk material which you 
sell to some smaller company ? 

Mr. Connor. Mr. Peck, I think this is quite an important matter, 
and if the chairman concurs, I would like to have Dr. Augustus Gibson 
get in on this discussion. You will recall that Dr. Gibson is our medi- 
cal director of our Merck, Sharp & Dohme Research Laboratories. 
His statement went in the record, but if he could summarize his state- 
ment, and particularly since he is the official responsible for the clear- 
ance by us of all new drugs before they are submitted to the Food and 
Drug Administration for clearance, I think his testimony might be 
helpful to the committee. 

Senator Krerauver. We want to hear from him later, but we are 
talking about pricesnow. I would rather defer Dr. Gibson’s testimony 
until a later time. 

Mr. Connor. That is all right with me, sir. 
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Mr. Cuumpris. Mr. Chairman, may I go back to the point that you 
concluded with? It is right in line with it. 

Senator Kreravuver. All right. Mr. Dixon also has some questions 
to ask about price. 

Mr. Cuumeprtis. This is exactly on the subject you were talking 
about, the Government purchases as against the druggists’ purchases. 
It will only take a short time. 

Senator Keravuver. Very well. 

Mr. Cuumperis. Mr. Connor, as I understand it from the question 
that was asked of you by Senator Kefauver, and I think by Mr. Dixon 
also, the Veterans’ Administration purchased $136,000 of this drug 
from your firm. I am not quite sure about the other figure because I 
didn’t hear it, but at the same time were you selling a similar drug in 
similar quantities for $170,000? Was that the figure that was used? 
Isthat the relationship ? 

Mr. Connor. I would think so, with one exception. As our chart 
pointed out yesterday, the list price of $170 is subject to the quantity 
discounts that are available to all druggists. But we wouldn’t sell, of 
course, $170,000 to one druggist in one order. 

Mr. Cuumpris. Yes. All right, then, I understand the question—I 
am trying to get a relation here-—— 

Senator Kreravuver. I said it was almost three times as high, even on 
this lower quantity discount price that you offer the druggist, because 
that is still about 16 cents. 

ne Connor. The prices on Government business, sir, are all over 
the lot. 

Mr. Cuumpris. Mr. Connor, before we get away from my question, 
let’s assume that you sell to a group of druggists at $170,000, in rela- 
tion to the $136,000 that you would sell to the Veterans’ Adminis- 
tration. 

Then I understand you were asked this question, or the facts showed, 
that you also offered a competitive bid with Veterans’ Administration, 
and someone purchased it at $38,500, but your low bid was $95,000, 
indicating that it went down even further. 

Now, let me ask you this particular question: How much profit 
would you make if you had to sell at the $95,000 figure to everybody, 
and not just for that competitive bid? In other words, you would be 
getting $95,000 for everything you sold in that quantity, not the 
$136,000, not the $170,000, but the $95,000. 

Mr. Connor. Based on the summary of our operations in steroid 
hormones for this 10-year period that is shown in our exhibit, which 
shows that our average profit margin was 13.8 of our sales, and partic- 
ularly in the year 1958, which is the one we are talking about, where 
our profit margin was 11.9 percent, if we did business with everyone 
on the basis of some of these Government bids, I don’t think we would 
make much money. 

Mr. Cuumprtis. That brings me to this question, then, and I think 
you answered it, previously: When you analyze your business for the 
year, you feel that you have to make a certain level of profit to stay 
in business. In doing so, do I understand that you have to determine 
how much you can sell to the druggists at a certain price and how 
much you can sell to others on competitive bids? Is that the way vou, 
a management, would analyze that problem? 

35621—60—pt. 1419 
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Mr. Connor. Well, I wish we could plan ahead that well, but as 
this profit chart shows, our profit margins look like a roller coaster, 
even in this steroid hormone business. It is pretty difficult to fore- 
cast in advance what the competitive situations are going to be in 
any one market, and so long as we wish to stay doing business in each 
market, we have to be prapered to meet those conditions as they arise. 

Mr. Cuumpris. Then I will go just one point further. The fact 
that, you bid $95,000, and could not meet the $38,000 bid, is an indi- 
cation that you, in your judgment, figured just how low you could go 
on a certain purchase, not an overall purchase. Is that the way you 
analyze your competitive bidding ? 

Mr. Connor. We have no aspiration to be the Government’s exclu- 
sive supplier. We are not greedy. We just have to figure out what 
business we can go after in that channel of trade, and what we can’t. 
So it depends upon the situation at the particular moment and what 
the competitive factors are. 

Senator Krravuver. All right, Mr. Dixon, will you proceed ? 

Mr. Connor. And I am reminded that we don’t have the same cost 
mix that a competitor might have. In this partcular case I just have 
no way of knowing whether the company that gets the bid is doing it 
on a loss basis, or that he is in fact making a profit. 

Mr. Cuumpris. And you also don’t have to worry about the Robin- 
son-Patman Act? 

Mr. Connor. Not in the Government channel; no. The Govern- 
ment has a completely different situation. 

Mr. Dixon. What Mr. Chumbris is graphically illustrating is this: 
If there had been competition in the rest of your business, such as 
there was with the Government, perhaps your profits might not have 
been close to 20 percent. Nevertheless, the consuming public might 
have bought drugs a little more cheaply. 

Mr. Connor. Mr. Dixon, the chart that the committee still has up, 
which it made up, indicates that there is pretty strong competition 
on a price basis as well as on other bases in this retail drug channel. 
We don’t lack for competition. As I indicated, we have at least 29 
competitors in this retail drug channel. But the doctor, who is the 
one who makes the prescription, is the fellow who has to be served, 
and he has a little different specifications than perhaps the U.S. 
Government has, because the U.S. Government does have facilities 
at its command that the average physician, particularly in country 
districts, just would not have available. 

Mr. Dixon. I think Senator Kefauver’s opening statement made 
that graphically clear. This isa peculiar industry. 

Mr. Connor. I would agree to that. 

‘ Mr. Dixon. He who buys does not order; he who orders does not 
uy. 

Mr. Connor. Yes; that is a characteristic of our industry that dif- 
ferentiates it somewhat. But I do want to point out that even the 
U.S. Government might not have been able to buy some of these 
products unless companies like Merck had persisted in research efforts, 
failure after failure, so that the products that we developed have be- 
come available to the Government not only from us but from these 
other suppliers who have to a certain extent ridden on our coattails. 

Mr. Dixon. Certainly you are correct in that respect, sir. 
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Let’s go to some of your bulk sales. It appears from the records 
that you furnished us, sir, that your largest volume purchaser of 
prednisone in 1958 was Geigy. You sold 14,115 grams for $84,930, 
or $6.02 per gram. This bid in 1958 was your lowest price to any 
customer. Others appeared to be paying up to $10. However, it 
does appear that bulk prices have been declining, thus widening the 
spread between these prices and prices to druggists. ; 

A sales contract that you submitted dated May 19, 1958, with Haack 
Laboratories of Portland, Oreg., shows that the original price at the 
time of the contract was $7.60 per gram on May 19, 1958, but on Octo- 
ber 29, 1953, it had dropped to $6.10. 

Other information that you furnished us indicates that you sold 
15,170 grams of prednisolone in 1958 to U.S. Vitamin for $111,000 or 
$7.32 per gram. 

We have just received from you a letter dated November 24, 1959, 
to the effect that you were selling per gram bulk prednisolone for 
$3.25 per gram. 

That clearly indicates that your bulk prices are going down, but 
that your finished form price is not. 

Yesterday, sir, you made reference to our chart, exhibit 37-——— 

Senator Keravuver. Let’s get this clear now. Of course, this is a 
very important matter. These prices, at least on prednisolone and 
others, have remained constant for quite a number of years, or since 
1955. Yet in 1958 you were selling prednisolone in bulk for $7.32. 
According to Mr. Quinn, your counsel, in 1959 you were selling 
prednisolone for $3.25. That’s right, isn’t it? 

Mr. Connor. Yes; that’s right, bulk. 

Senator Kerauver. If your bulk price is going down like that, why 
can’t you bring your price to the druggist down? 

Mr. Connor. Well, as I have indicated, the competitive situation is 
different in the bulk business as well as the Government business, and 
also our cost picture is different. 

When we are talking about bulk business and Government business, 
we don’t have to think of the detailing costs that we encounter as a 
feature of educating the physician in the retail drug trade, nor do 
we have to think of the cost of clinical investigations that are nec- 
essary to establish the background in the physician’s mind, giving 
him essential medical data that he needs to determine whether he 
is going to prescribe our drug. Nor do we have the distributive costs. 
We have 16 branches throughout the United States to make distribu- 
tion more convenient for the retail trade, and, of course, we don’t 
have that kind of cost when we sell in bulk or for the Government. 
But I might say this 

Senator Kerauver. Mr. Connor, the main thing that goes into 
prednisolone sold to the druggist is the bulk prednisolone; isn’t it? 

Mr. Connor. That is one cost factor, but there are many others. 
And I would like the privilege, sir 
_ Senator Keravuver. Here your bulk price is just half of what it was 
In 1958, and this is what you sell to everybody, according to Mr. 
Quinn. Specifically the inquiry was directed to the price which 


Merck is presently quoting in the United States to drug manufacturers. 
Mr. Connor. Mr. Chairman 
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Senator Kerauver. Justa minute. His reply says: 


I ascertain this price to be $3.25 per gram for bulk prednisolone and have so 
advised you. 

In 1958 you were selling at $7.52; the year before that you were 
selling even higher. The prices have been cut three times and yet 
you haven’t cut your retail price at all. 

Mr. Connor. Mr. Chairman, it is certainly true that the prices in 
the bulk trade and in the Government trade are generally lower 
than the prices in the retail trade, although retail prices have been 
coming down. I again cite the cost reduction that we made when 
we introduced dexamethasone. But we couldn’t stay in business if 
we relied just on our profits from the Government business and the 
bulk business. We would be out in the street, and we wouldn’t be able 
to support a research program that is needed in order to continue 
our investigations for cure for arthritis and these other drugs that 
are badly needed. 

Senator Keravuver. I don’t suppose you would sell this for $3.25 in 
bulk unless you made some profit on 1t; would you? 

Mr. Connor. Well, that is your assumption, sir, but we look at the 
whole product mix, and for our entire steroid line our markup over 
our total costs in 1958 was 3314 percent. 

Senator Keravuver. Let me ask you specifically: Are you selling 
this at a loss? 

Mr. Connor. I can’t answer that question at the moment because 
we don’t keep our books on a specific product basis or a specific chan- 
nel of trade basis. We do make a profit for our entire line of cortical 
steroids, and that is what we look at. We try to stay in business 
in these various channels to be competitive in all of them. 

Mr. Cuumeris. Mr. Chairman, when Dr. Berke yesterday testified, 
I asked him this question: 


Do you have those particular costs similar to what I have read from Schering? 

He replied: 

No, we are in an entirely different business. We are bulk chemical manu- 
facturers. We don’t make any finished products. And that is where the costs 
come in. 

Senator Keravuver. As a matter of fact, Dr. Berke’s price for pred- 
nisone is not far different from Merck’s price. His price was, I 
think, $2.55 and Merck is selling it for $3.25 per gram in bulk. 

Mr. Connor. No, sir, but he doesn’t sell the products in finished 
pharmaceutical form ready to be used by the doctor. 

Senator Keravuver. I still can’t understand why in the last 3 years 
you have come down from $10 or $11 in bulk to $3.25, and still ac- 
cording to your own chart, your price to the pharmacist has re- 
mained constant from 1955 to 1959. 

Mr. Connor. If I may suggest, the list price is constant, and that 
is what you are looking at. But look at the line below that, which 
has been steadily decreasing. Those are the effective prices that the 
retail druggist has been paying us. 

Senator Kerauver. The lines to the retail druggists are constant. 
These zig-zag lines represent what you have been selling to the Gov- 
ernment and to hospitals. 
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Mr. Connor. No, sir, they also represent—— 

Senator Keravver. That is what Mr. Kuryloski said. 

Mr. Connor. We also tried to make it clear, but I guess we didn’t, 
that the notations on that chart showing the quantities discounts are 
available to all druggists in the United States, and they in fact use 
them in their purchases from us, so that the prices they actually pay 
are lower than those list prices. 

Senator Kerauver. You have lines here for 25s, 30s, 100s, 500s, 
1000s, and 5000s, and those lines are constant for the last 5 years. 

You do have a zig-zag line which you say takes into consideration 
sales to the Government, institutions, and hospitals. 

It is awfully hard to understand how your bulk price for predni- 
solone, which has to be tableted, has come way down from about $10 
a while back to $3.25, with no reduction—and that is what Mr. Kury- 
loski said—to the druggists over this period of years. 

Mr. Connor. No reduction in the list price, yes. I would like to 
point out that the predni drugs, prednisolone and prednisone, were 
introduced to the market first by Schering. We were tagging along 
as best we could, but we were sort of hanging on by our eyebrows 
until we came out with our own new product, Pucedben. 

We felt that this was our chance to make a real bid for market 
leadership again, for the favor of the physician, so that when we intro- 
duced this drug that we considered superior to the predni drugs we 
not only pointed out to the physician the medical features that we 
ieithidered important, but we also introduced it at a list price that was 
10 percent below its principal competitors, and also we gave the drug- 
gist additional discounts, so that he would have an incentive to sell 
that drug. We think as a result we got a real competitive advantage 
there, and I think that experience has come out pretty well from our 
point of view, and from the patient’s point of view, because we think 
that the patient has a superior drug at a lower price. 

Mr. Dixon. Mr. Connor, yesterday when we were talking about 
exhibit 37, which showed the price as developed by Dr. Blair, you 
chose to call it a mythical company that bought from Syntex, and you 
also pointed out that Syntex lost money. 

Mr. Connor. Perhaps I had better try to straighten the record out 
on that because there seemed to be some confusion. I didn’t mean that 
Syntex is a mythical company. I meant that the pharmaceutical 
company that is indicated there that bought its bulk material from 

yntex is a mythical company, becaues a pharmaceutical company 
performs a whole range of operations that cost money, and none of 
those costs is reflected on that exhibit that Dr. Blair prepared. 

So it must be a mythical company. The Greeks may have a word 
for it but I don’t, because it is nothing that is familiar to me. 

Mr. Drxon. Let us construct another mythical company with your 
$3.25 price, which we just read into the record for you. Dr. Blair, 
will you construct it for him ? 

Dr. Buatr. The result of such a mathematical construction would 
be simply to substitute in place of the $2.36 per gram figure which is 
Syntex’s average selling price for bulk sales in the third quarter of 
this year, the figure of $3.25, which is according to the exhibit put 
into the record by the Chairman—— 
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Mr. Connor. Dr. Blair, have you worked this out so that I could 
look at it as you go along, please? Do you havea copy that I could see? 

Dr. Brarr. The only difference in the table as contrasted to exhibit 
37 of yesterday, which is based, as I was saying, upon Syntex’s bulk 
sales price, is the substitution of your bulk price figure of $3.25 for 
Syntex’s of $2.36. Using your price, the material for 1,000 tablets 
which is arrived at by multiplying the gram price times 5 comes out 
to $16.25 instead of $11.80, the figure used yesterday. 

The allowance for wastage at the same percentage rises from 36 
cents to 49 cents. The tableting charge, the bottling charge per thou- 
sand tablets per bottle would, of course, be the same, giving a total 
factory computed cost of $19.19, which could then be contrasted to 
your price to the druggist of $170 or the suggested price to the con- 
sumer of $283. Again I want to say that this is the factory price 
excluding selling and distribution costs, and of course excluding that 
additional profit that you would make which would be above and 
beyond the profit that is reflected in your bulk sales price of $3.25. 
If this price of $3.25 did not cover any research expenses of your own, 
for some reason, the margin from $19.19 to $170 could also be said to 
allow for such additional research expenses. 

But starting with your bulk price, the contrast is from a factory 
price of $19.19 to your price to the druggist of $170 for a thousand 
tablets bottled. 

Mr. Connor. Dr. Blair, so we won’t do an injustice to Syntex or 
any other actual company, can we give some kind of a name to this 
customer here, this pharmaceutical customer, so that we can keep it 
separate from Syntex? What will we call it? 

Dr. Buatr. We are not talking about a customer. We are talking 
here about Merck. This is Merck’s bulk price, $3.25. 

Mr. Connor. I don’t recognize this as a reflection of our operations. 
As I indicated to you in the exhibits that have been filed, our costs, 
which include overhead costs and ,which have been allocated for the 
purpose of this discussion to some of our products, total about. 75 
percent of the price that we charge when we sell the products, so 
that our markup is 3314 percent, and that gives us on a tablet a profit 
after taxes of a little over 1.5 cents. 

These are our facts of our business operation. What you are throw- 
ing at me again is kind of an “iffy” situation, and I just am not in 
a position to comment on it. 

r. Buam. Mr. Chairman, I am not sure whether this document 
from Merck in which the $3.25 price per gram is set forth, has been 
ae part of the record. I think it should be made a part of the 
record. 

Senator Kreravuver. Let it be made exhibit 48. 
(Exhibit No. 48 follows:) 


Merck & Co., INc., 
CHEMICAL DIvISsIon, 


Rahway, N.J., November 24, 1959. 
Miss IRENE Trr1, 


Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, 
U.S. Senate, Washington, D.C. 


Dear Miss Triu: I write to confirm our telephone discussion today in which 
you asked that we provide the subcommittee with Merck’s current price per 
gram for bulk prednisolone. Specifically, your inquiry was directed to the price 
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which Merck is presently quoting in the United States to drug manufacturers. 
I ascertained this price to be $3.25 per gram for bulk prednisolone and so advised 
you. 

Sincerely yours, 


WILLIAM J. QuINN, Coxnsel. 


Senator Kerauver. Then we will make the other documenit, on sales 
to U.S. Vitamin, exhibit 49. 
(Exhibit No. 49 follows:) 


Merck & Co., INc., CHEMICAL DIVISION 


1958 sales, U.S. Vitamin 


Unit Tonnage Amount Per unit 





Cortisone 
IONS nin chien ene dnndarind 
Prednisone 


nos woe ccs dp duanseacksuaene<ssce nee 
Penicillins 

Neomycin-_ __- 

Streptomycins 

Vitamin C 

Vitamin A 

Vitamin By 


(Gx.=grams, Ko.=kilogram, and B/U =billion units,) 


Senator Krrauver. I was interested in looking at your sales to for- 
eign companies. 

Mr. Connor. Mr. Chairman, may I make a request at thistime? In 
view of the confusion that is attendant upon just what pharmaceutical 
operations are, I would like the privilege of describing dew operations 


for the purpose of the record, and I would prepare a short summary 
which I will be glad to submit to you for that purpose. 

‘I think it is very important that you and the other members of the 
committee understand just what pharmaceutical operations are so 
that you can have an ee of what we are talking about, and 

1 


I would also urge you, if you have time during this recess period, to 
visit several pharmaceutical plants so that this can be put in visual 
form for you. If you are interested in doing that, I would be very 
happy to try to make the arrangements. 
enator Kerauver. We certainly appreciate that. I have had sev- 
eral members of the staff visit some of the pharmaceutical plants. I 
have visited one or two myself, but I would be very glad to visit Merck 
sometime. 
Mr. Connor. That would be fine. I would appreciate that. 
Senator Kerauver. The memorandum you will prepare will be 
made a part of the record and it will be marked “Exhibit 50.” 
Mr. Connor. Thank you very much, sir. 
(Exhibit No. 50 aphe found on p. 8644.) 
Senator Kerauver. Suppose we take about a 10-minute recess at 
this time. 
tA brief recess was taken.) 
At this point, the following members are present: Senators 
Kefauver and Wiley.) 
Senator Kerauver. Mr. Peck had a question. 
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Mr. Pecx. Thank you, Mr. Chairman. Mr. Connor, both _ and 
Mr. Brown of the Schering Corp. have testified for the record that your 
cost accounting procedures are such that your overall indirect and 
direct labor costs are spread over the products which you actually sell, 
and that they do not include an accurate breakdown for each individual 
drug. 

Mr. Connor. That was my testimony; yes. 

Mr. Peck. I believe that was also Mr. Brown’s testimony. 

How long have you been with the Merck Corp., sir? 

Mr. Connor. Twelve years. 

Mr. Peck. To your personal knowledge has your cost-accounting 
system at any time during these 12 years been other than what it is 
now ¢ 

Mr. Connor. Not in this respect; no, sir. Of course there are con- 
stant changes going on in the field of accounting. But with respect 
to allocations of overhead expenses, research and so forth, there has 
been no fundamental change, and I think that what we do is standard 
accounting practice. 

Mr. Peck. I have your 1958 annual report to your stockholders, and 
I notice that your accountants are Lybrand, Ross Bros. & Montgomery. 

Mr. Connor. Yes. 

Mr. Peck. They approve, I presume, this particular method of cost 
accounting ? 

Mr. Connor. I put it even more strongly. They insist that we keep 
our books along these lines. 

Mr. Peck. Do you as a matter of personal knowledge through gen- 
eral familiarity with the pharmaceutical manufacturing industry 
know whether or not this is customary with other ethical drug 
manufacturers ? 

Mr. Connor. That is my understanding, and not just in our in- 
dustry but in American industry generally. 

Mr. Peck. Well, sir, have you had any difficulty with the Internal 
Revenue people with regard to this method of cost accounting? Has 
it been approved or disapproved or commented upon by them? 

Mr. Connor. I think our accounts have been cleared for tax pur- 
poses quite a number of times with this as an integral part of our cost 
accounting system. 

Mr. Pecr. All right, sir. Now let us talk about research for a 
moment. Research seems to be a major factor in your industry, and 
for purposes of clarifying the record, making it as complete and as 
accurate as possible, I would like to ask you some questions about 
research. Most of us at this table, if not all of us, have had long 
experience with different types of research. 

Those of us who are lawyers know that our research leads to definite 
conclusions which will be used. We may not like what we find but we 
use it. Is your research in the pharmaceutical drug manufacturing 
business always productive so that you find something which you can 
use ? 

Mr. Connor. Mr. Peck, I think that the description of the research 
back of cortisone that was given here yesterday by Dr. Kendall and 
then by Dr. Hench is a classic. Dr. Kendall described his funda- 
mental research at the Mayo Clinic that first of all led him to isolate 
some of those hormones to which were given the names Kendall’s 
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Compound A, B, C, D, E, and F. And then through failure after 
failure for many, many years, he tried to make those compounds syn- 
thetically so that they could be tried by Dr. Hench on human beings. 
Dr. Kendall described our work with him which also led to many 
failures before the practical synthesis was achieved by Dr. Sarett. 
And when that practical synthesis was achieved, it then became a most 
difficult production problem to try to get the yields to the point where 
we would end up after 35 or so chemical steps with enough material 
to give to Dr. Hench to try out on patients. 

And in the first days our yield at the end was about 1 percent. In 
other words, we would start with tons of material and end up with a 
small number of pounds. But finally, as a result of work by the 
developmental chemists, we were able to improve the process, and it 
was that yield improvement step by step all the way through the 
process that enabled us to keep reducing our prices, which we were 
very anxious to do. 

Mr. Peck. Do you know of any industry statistics, sir, which show 
how often pharmaceutical research actually produces something which 
can be put on the market ? 

Mr. Connor. Yes, the Pharmaceutical Manufacturers Association 
has compiled some statistics on that. I either can get them for the 
record, if the chairman would like me to, or Dr. Austin Smith, who 
is president of the PMA, can introduce them when he is here as a 
witness. 

Mr. Peck. At this time, Mr. Chairman, I would like to read into 
the record a short portion from an address made by Ernest Volwiler 
before the Chicago Professional Colleges of the University of Illinois 
on June 12,1959. His address was entitled “Toward Tomorrow” and 
I would like to read just a few paragraphs from that address. 

Senator Keravuver. Make it very brief. 

Mr. Peck. I will. It is brief, sir. It reads as follows: 

The scope of research activity today in the pharmaceutical industry is not 
generally understood by the public. A recent study by the Pharmaceutical 
Manufacturers Association disclosed that the industry in 1958 tested about 
115,000 substances. A great many more materials underwent routine prelim- 
inary screening for physiological activity. Only 1,900 substances—or about one 
drug out of 60—reached the clinical testing stage. All of this resulted in the 
market introduction of from 20 to 30 really new drugs, each representing large 


effort in research and development. And only a few of these will be real com- 
mercial successes. 

Pharmaceutical companies will spend this year even more on research and 
development than the $170 million spent in 1958—probably in the neighborhood 
of $200 million. We put from 5 percent to 8 percent of our sales dollars into 
research—a higher rate than in any other industry. 

About $27 million of our 1958 expenditures for research and development went 
to universities, hospitals, and other institutions for both specified and unspecified 
purposes. These are substantial contributions from an industry that is large, 
although hardly in the giant class. 

I think you already know that a research program is not a simple thing. It is 
a device for going through many minor failures for the sake of arriving at one 
major success. 

We often are bound to end up in blind alleys. It is important to know when 
to stop. We all know how costly it can be to continue a bad project. It can be 
even more costly to jump at conclusions and stop too soon. 


(At this point, Senator Hart entered the hearing room.) 
Mr. Peck. That bears upon the question. 
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Mr. Connor. Yes, I think that is a good description, Mr. Peck. 

Mr. Peck. Now, sir, let us assume that for one reason or another, 
either a failure to make adequate profits or any other reason, you 
should terminate this research which you and the other large com- 
panies which you described as the originators—— 

Mr. Connor. Creators. 

Mr. Peck. The creators. 

Mr. Connor. I don’t mean to be smug. That just happened to 
e 

Mr. Peck. Let us assume that the research programs currently con- 
ducted by these large creator companies were to be terminated. Mr. 
Connor, if such a thing should happen, what do you as a leader in this 
industry think would be the effect. upon the medical profession ? 

Mr. Connor. I think it would be a serious blow to the medical pro- 
fession and to the public generally, because I think we have worked 
out a pretty effective mechanism for discovering, producing, and mar- 
keting new drugs that are effective. I think this would be a serious 
matter. 

Mr. Peck. Tothe medical profession. 

All right, sir, what would be the effect upon the ethical drug manu- 
facturing group, both the small companies and the large ones? 

And by small I mean the noncreators, also. 

Mr. Connor. We would be flat on our backs. 

Mr. Peck. You would be flat on your backs. What would happen 
to the small ones who do not conduct research ? 

Mr. Connor. Well, if the creative firms are not in business, then 
there is not much to imitate. 

Mr. Pecr. All right, sir. What would the effect be upon the gen- 
eral public, and that includes you and me and everybody in this room. 
= let’s keep in mind that none of us want to become sick and stay 
sick. 

Mr. Connor. I think we would regret it. 

Mr. Peck. Allright,sir. Atthe present time are there any research 
facilities at universities or elsewhere which could be employed by 
trained people to take the place of your research work if you should 
for any reason terminate your efforts in this field ? 

Mr. Connor. No; I dont’ think so. I think fine research on the 
basic side is done in many universities and medical schools, and I 
have great admiration for the National Institutes of Health in 
Bethesda and for their program of grants to universities, mostly for 
the support of basic research. But I think the research facilities in 
the pharmaceutical industry are unique not only in this country but 
= a worldwide basis. I don’t know anything else that duplicates 
them. 

Mr. Peck. I think that is all I have right now, Mr. Chairman. 
Thank you very much. 

Mr. Cuumperts. Mr. Chairman, may I ask just one question ? 

Senator Krravuver. We are all in favor of research, and we are glad 
that you are doing fine research. We would like more of it. But, of 
course you add the cost of research on as a cost of operation. 

Mr. Connor. Oh, yes, sir; as I have explained. 

Senator Keravuver. And it is charged out whether you are successful 
or whether you are not successful ; isn’t it? 
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Mr. Connor. If we aren’t successful we won’t be able to charge it 
off long. 

Guna Kerauver. What I mean, though, is whether the experimen- 
tation produces something or whether it doesn’t ? 

Mr. Connor. Oh, that’s right; yes, sir. 

Senator Kreravuver. Isn’t there some special tax features in connec- 
tion with research ? 

Mr. Connor. No, I don’t think so. 

Senator Kreravuver. Relating to tax loss? 

Mr. Connor. No. 

Senator Krrauver. There is a very broad definition that research 
covers. I think we might put into the record from the Internal Reve- 
nue Code the definition for tax purposes. It contains a very broad 
definition of what can be included under research and therefore can be 
charged off. I might just read it for the record. 


As defined for tax purposes the term research is quite broad covering items 
of expenditures. 


The definition of the term “for tax purposes” is as follows: 


The term includes generally all such costs incident to the development of an 
experimental or pilot model, a plant process, a product, a formula, an invention 
or similar property and the improvement of already existing property of the 
type mentioned. The term includes the cost of obtaining a patent such as foreign 
fees expended in making and perfecting a patent application. 

Mr. Peck. Mr. Chairman 

Senator Krravver. So that means even on your interference, the 
cost of your attorney fees, and whatnot, you can classify all that as 
research ? 

Mr. Connor. I accept your definition, sir. 

Senator Kerauver. Then you do classify it as research ? 

Mr. Connor. We try to follow the regulations of the Internal Reve- 
nue Bureau to the full extent we can. 

Mr. Peck. Mr. Connor, despite the fact you are allowed to deduct 
from your income tax these costs of research, you still must earn 
enough money to conduct research ; must you not? 

Senator Keravver. That isaxiomatic. We all understand that. 

Mr. Peck. You can’t spend money which you don’t have. 

Mr. Connor. I think the chairman has answered that well for me. 

Mr. Cuumepris. Mr. Chairman, may I ask one question at this 
point? 

Senator Krravuver. We had something else we wanted to get into 
the record first. 

Mr. Connor. Mr. Chairman, on this general subject of profits, you 
were kind enough yesterday to refer to George Merck and his state- 
ment about profits. I have in front of me a very short quotation from 
that speech that is only four paragraphs long, and I think it is inspira- 
tional. At least it is to me, and it contains good advice. 

Senator Kerauver. From what speech ? 

Mr. Connor. May I read it, sir? 

Senator Kerauver. From whose speech? I didn’t understand. 

Mr. Connor. From George Merck’s speech. 

Senator Keravver. The question is whether you continue to follow 
Mr. Merck’s policy or not, Mr. Connor. We all know Mr. Merck was 
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a great humanitarian and that he opened up these patents. He didn’t 
enter into any restrictive agreements such as you entered into. 

Mr. Connor. These four aera have had a great influence on 
me and my thinking. May I just read them for you? 

Senator Kreravuver. We will let you file them in the record but we 
must finish. We have other witnesses. avis 1 

Mr. Connor. All right, sir; but I would appreciate it if you would 
read them too because I think it is a wonderful speech. 

Senator Kerauver. We have great admiration for Mr. Merck. 

Mr. Connor. Would you note it for the record ? f 

Senator Keravver. Schering should follow Mr. Merck’s policy, too. 
Your profits have not been quite as high as some of the other com- 
= But Mr. Merck followed a policy of low profits, wide distri- 

ution, and lowering the price of medicine. Frankly I don’t think 
you are following Mr. Merck’s policy when bulk prices have gone way 
down from $8 or $9 or $10 to $3.25, and yet you haven’t reduced the 
price of your medicines to the a : ; 

Mr. Connor. May I just read, sir, what he did say. It is very 
short. ! 

Senator Keravuver. Go ahead, read what he said. , 

Mr. Connor. This was a speech made at the Medical College of 
Virginia at Richmond on December 1, 1950. 

I want to add just one other thought which has bearing on this whole subject. 

It has to do with the policy which has come to express the principles which we 
in our company have endeavored to live up to. It is founded on a concept 
which I feel has been too often lost in the hurly-burly of politics, in the stir 
of doing good, and also in the field where profits must be shown in the financial 
reports (and in business and industry there is no future—and no research— 
without profits). Here is how it sums up: 

We try to remember that medicine is for the patient. We try never to forget 
that medicine is for the people. It is not for the profits. The profits follow, 
and if we have remembered that, they have never failed to appear. The better 
we have remembered it, the larger they have been. 

Nor is medicine for the politicians, except insofar as they are statesmen. 

I could add that medicine also is not for the professions, unless it is for 
the patient—first and last. How can we bring the best of medicine to each and 
every person? 

It won’t be solved by wrangling with words and it won’t be settled by slogans 
and by calling names. We will fall into gross error with fatal consequence 
unless we find the answer—how to get the best of all medicine to all the people. 

It is up to us in research work, in industries and in colleges and other insti- 
tutions, to help keep the problem in this focus. We cannot step aside and say 
that we have achieved our goal by inventing a new drug or a new way to help 
those who suffer from malnutrition, or the creation of ideal balanced diets on 
a worldwide scale. We cannot rest till the way has been found, with our help, 
to bring our finest achievement to everyone. 

Sir, that is my principle as well as Mr. Merck’s. 

Senator Krerauver. That is fine. As I say, Mr. Merck was a great 
and outstanding man. I have a feeling, frankly, Mr. Connor, that 
the present management has been getting away from Mr. Merck’s fine 
attitude. On this profit matter, you haven’t reduced your prices 
recently. Your profits have been going u 

Mr. Connor. We introduced dexamethasone at a lower price and 
the prices of the other steroids have been coming down. 

Senator Kerauver. You make Diuril, for high blood pressure, 
which I don’t believe is licensed. Have you licensed that? 





ADMINISTERED PRICES 8129 


Mr. Connor. No, we haven’t. We do have competition in that 
field though. 

Senator Krravver. It is a very important product for high blood 

ressure. 
7 Mr. Connor. That of course isn’t a cortical steroid and I will be 
prepared to talk about that later. 

Senator Kerauver. You were talking about Mr. Merck. Mr. Merck, 
according to this book you read from, said he believed in licensing 
everybody. 

Mr. Connor. I don’t think he said that. We did bring the price 
of Diuril down in a recent move. 

Senator Krravuver. You licensed B-12 to Squibb, and you did that 
after litigation. You have dexamethasone. You haven’t licensed 
earody except Ciba, have you ? 

Mr. Connor. Yes, sir, we licensed Organon but the patent is still 
Es and depending how that emerges we may license others. We 

icensed pretty generally in the cortical steroid field. Would you like 
me to give a list of those we have licensed ? 

Senator Kerauver. Frankly, I don’t see that you have followed 
this fine position of Mr. Merck. 

Mr. Connor. I guess that is the reason for this 

Senator Krrauver. Back in 1949, your statement on page 80 said: 


Merck should not attempt to maintain an exclusive position on cortisone. 


That is what Mr. Merck said. 

Mr. Connor. I drafted that, sir. 

Senator Kerauver. You drafted it? 

Mr. Connor. And recommended it. 

Senator Kerauver. But you-are maintaining an exclusive position 
on B-12 to a considerable extent, on dexamethasone ? 

Mr. Connor. No,no. We have licensed Ciba and Organon already 
on dexamethasone and probably will license others, if we get the 
patent. But again we like to see the facts in hand on that. 

(At this point, Senator Wiley left the hearing room.) 

Mr. Drxon. Mr. Connor, what would you estimate your total profit 
from those 3 products that you haven’t licensed to anyone? 

Mr. Connor. Mr. Dixon, I will be prepared to talk about products 
other than cortical steroids whenever I get another kind invitation. 

Senator Keravuver. Mr. Connor is right about that. We didn’t 
ask him to bring information on that. 

Mr. Cuumpris. Mr. Chairman, may I interject at this point on 
something that was just talked about. 

_ Senator Keravuver. Mr. Dixon has some matter he has been want- 
ing to ask. 

Allright, Mr. Dixon. 

Mr. Drxon. Mr. Chairman, being consistent as we have in all of 
our administered price hearings, we have read into the record the 
salary of the principal officials and their stock options, if any, granted 
by the company. 

We do not have the complete stock option plan from Merck & Co., 
but ty do have some information that I would like to read in the 
record. 

Mr. Connor, the witness as the president and director of Merck & 


—— 
. 
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Senator Krerauver. This is according to the SEC records? 

Mr. Dixon. This is according to SEC records—he received an 
aggregate remuneration in 1958 of $131,310. We understand his 
estimated retirement benefits annually amount to $25,000. 

Mr. Connor. If I live to be 65. 

Mr. Dixon. I hope you do, sir. 

Mr. Connor. Thank you. 

Mr. Drxon. As to his stock options, Mr. Connor in 1958 exercised 
his rights on 275 at the cost of $19 per share or a total of $5,225, 
Also in 1958 he exercised his rights on 2,300 shares at $29.50 each 
for a total of $67,850. The total cost to him on both transactions was 
$73,075. According to the proxy statement dated March 1959, it states 
that these 2,575 shares were worth on the market on purchase dates 
$170,106.25. 

At the close of yesterday, the stock was selling at 8014 on the market, 
2,575 times 8014 equals $206,644, less the cost to him of $73,075. He 
did not hold all these shares, we understand, because according to the 
statement, he sold 1,000 shares in July 1959. But had he held them 
all, his gain before taxes would have been $133,568. 

Mr. Connor. Mr. Chairman, may I talk a bit about our stock option 
plan, because we are quite proud of it. 

Mr. Dixon. Before you do that, according to the information we 
received, the proxy statements for 1958 and 1959 do not show total 
grants to Mr. Connor to date. He may have other options. But we 
know you have exercised your rights on the amount that I have listed, 
and as of right now you have 2,500 options, Mr. Connor. 

Senator Krrauver. Mr. Connor, is that a system which you follow 
for all of your officers of your company ? 

Mr. Connor. Much more than just for the officers, sir. This is 
really quite interesting. We inaugurated this 

Senator Kerauver. Let me find out who gets stock options. 

Mr. Connor. Six hundred employees participate in the stock option 
plan. We were going to extend it to all employees last spring, but 
we felt that it would be better protection for them, so that they 
wouldn’t have all their eggs in one basket, if we put into effect a stock 
purchase plan, and this now extends to 8,500 people. It has the attrac- 
tive feature that for every dollar that the employee saves toward 
the purchase either of Merck’s stock or a diversified portfolio of U.S. 
Government bonds, the company adds 50 cents. This has had a won- 
derful reaction, because we consider ourselves to be a great. industry, 
and I believe very, very deeply that our employees should share in 
the growth of the company. 

Senator Keravver. I think that is fine. 

Does Dr. Vannevar Bush have stock options as large as you do? 

Mr. Connor. No; he doesn’t have any, because our board was com- 
posed of 15 directors during the year 1958, 13 of which are not fulltime 
employees of the company. In other words, I report to a board that 
consists of 13 outside directors. Dr. Bush is one of those outside 
directors, and he is not eligible, nor are the other outside directors, 
for our stock option plan, so that they determine what the people in 
management get. 

Senator Krrauver. Then the 11 directors do have a stock option 
plan; is that correct? 





ADMINISTERED PRICES 8131 


Mr. Connor. No, sir; just two of the directors, Mr. Gadsden, the 
executive vice president, and myself. Some of the retired people who 
formerly were directors have them. But that is the current situation. 

Senator Kerauver. You were talking about other costs that require 
you to get your prices up so high. These options mean taking money 
out of the company, and a mighty big amount, Mr. Connor. 

Mr. Connor. That has been approved by stockholders, sir. 

Senator Krravuver. You were General Counsel for the Office of Sci- 
entific Research and Development. What did you make there? 

Mr. Connor. Senator, I read George Dixon’s column in the Wash- 
ington Post this morning on the publication of Government salaries, 
and I agree that Government salaries are shockingly low. My salary 
when I left the Government service in 1947 was $10,000, as I remember 
it. I think they have gone up since, but I think most Government 
employees are wi Psd 4 

enator Kreravuver. I agree with you about that, Mr. Connor. But 
from $10,000 to $131,310, plus $25,000 annual retirement benefits, plus 
stock options worth at least $133,000 since 1958, is going pretty high. 

Mr. Coane I was very fortunate, sir, and I have worked for nice 
people. It has been a pleasure. 

Senator Krrauver. Why can’t you leave off some of these stock 
options and pass the money in the form of lower prices to the 
druggists ? 

Mr. Connor. Well, it is an interesting thing. The board of outside 
directors wanted to give me a salary faisaen tial year, and I said no, 


that I thought it should be used for a different purpose, because the 
Federal Government would get 80 percent of the increase, anyway. 


But they felt that from the point of view of the salary structure within 
the organization they should give me the increase, since we wanted to 
give increases to a couple of other officers. It is just like in the Gov- 
ernment. You aren’t supposed to give orders to somebody unless you 
make more money than he does. 

Senator Keravver. That is right. I can see why you wouldn’t 
want a salary increase, and why you asked for a stock option, be- 
cause on that you pay only 25 percent capital gains. 

Mr. Connor. I think the stock option plan is a wonderful thing, 
and it certainly is an incentive. 

Senator Keravuver. I can see how you would think so. You are 
doing pretty well by it. 

Mr. Kittrie? 

Mr. Krrrrre. Mr. Connor—— 

Senator Keravver. First let me see if Senator Hart has any ques- 
tions to ask at this point. 

Senator Harr. No. 

Mr. Krrrrm. Mr. Connor, I have a few questions I would like to 
ask, primarily to find out what the facts are. These questions relate 
to different topics you discussed this morning. 

First of all, there was a question raised here as to how you are able 
to sell to the Government in bulk quantities at much cheaper prices 
than you sold to the druggist. 

Now, I notice from your annual report that your expenses for 
selling and administration amount to about 25 percent of your net 
sales. Would you say that in selling in bulk quantities or in selling 
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to the Government your selling and administration costs are really 
much smaller than they are when you sell to a druggist ? 

Mr. Connor. Oh, yes. Many of those expenses would not be ap- 
plicable, but our cost accounting system doesn’t segregate them on 
various types of trade. 

Mr. Kirrrim. Actually, as soon as you sell to the Government or 
in bulk quantity, you don’t really need care what happens to the 
product. I mean, if the Government buys it and keeps it, that is their 
business. If you stock it with the druggist you have to make sure that 
it later leaves the druggist and reaches the patient, because unless 
the doctors and the patients are aware of it, you would really not have 
sold it. 

Mr. Connor. Well, that does bring up an interesting point. When 
we sell to the druggist, it is with the understanding that if it doesn’t 
move off his shelves, and he wants us to, we will take it back. Now, 
there is no such continuing risk on sales to the Government or in the 
bulk medicinal chemical business. The situation is quite different. 
That bulk medicinal chemical business is a completely different busi- 
ness than the ethical pharmaceutical business, and that is what I hope 
to make clear when we furnish this for the record. 

Mr. Krrrrm. As a matter of fact, you have no expenses of adver- 
tising when you sell to the Government. They don’t care what your 
brand name is, as we understood. They buy it by the generic name 
and you have no advertising costs; is that right? 

r. Connor. Well, certainly costs of that kind are appreciably 
lower than they are in the retail trade. 

Mr. Kirrrie. Now, the next question is on licensing, that is, cross- 
licensing before you have a patent issued. The question was raised 
that by having these licensing arrangements, you prevent smaller 
manufacturers from producing similar products. 

It was also implied here that before you do obtain a patent you 
should have no right whatsoever to-charge for these licenses, 

Now, you emphasized that you disagree with Mr. Brown on the 
question of licensing. You felt that there should be no charge when 
a license is granted. But I would like to bring out one point here: 

When Mr. Berke testified yesterday, he indicated that he would 
like to manufacture certain drugs but that he must wait to find out 
whether or not a patent will issue because the patent may be issued 
to a company that that does not believe in licensing and Mr. Berke 
may be stopped from going on and producing this particular drug. 

Isn’t it true, then, that in getting a license, even before the patent 
is issued, the company that gets this license is getting a definite ad- 
vantage, because they know that when the patent is issued they will 
be permitted to go on producing. Thus the initial cost of starting 
production would not be wiped out? 

Mr. Connor. Oh, it is a real advantage to be assured of a license 
when and if the patent issues, because that gives you assurance to 
go ahead with your capital investment for plant and equipment, and 
conduct a sales program, a detailing program with the physicians. 
And this is really why, after we started the negotiations with Schering, 
as a matter of business judgment we agreed with their insistence upon 
the payment of royalties during this patent application period. Al- 
though we disagree with that approach and don’t follow it ourselves, 
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we took out what amounts to an insurance policy, so that if they do 
get the patent, we are still in that business. Otherwise we might very 
well not be. 

Mr. Kirrrim. Mr. Connor, there are two questions which bother me. 
Maybe you can give us some answers. Naturally, we all want to 
know why the prices of drugs are as high as they are, and we also 
want to find out what can be done in order to cut down these prices. 
I have an article here from Consumer’s Report, which talks about the 
high cost of drugs, and it says that— 

Another and similar costly practice of the pharmaceutical industry is its own 
particular version of built-in obsolescence. 

They endorse the position expressed in a book called “The Doctor 
Buys,” which says that “To keep the sales curve in an attractive up- 
thrust they”—meaning the industry—“fee] the need to bring on new 
models every season.” What they are saying is that you keep bring- 
ing out new drug models whether or not they contain any improve- 
ment, and by so doing you are able to charge more for drugs. Is 
that so? 

Mr. Connor. No, sir, that is not so; because we have a very dis- 
criminating audience to serve. ‘That audience is the medical pro- 
fession of the United States. And before they prescribe new drugs, 
they have to be convinced of the medical superiority of these drugs. 
So that it is not a matter of taste as it might be in some other business. 
It is a matter of clinical evidence sufficient to satisfy the medical 
profession. 

Mr. Krrrrie. Is there any validity to the claim that your detail men 
confuse the doctors so much that. an average doctor doesn’t know any 
longer what he is prescribing and he is merely taking the detail man’s 
word ? 

Mr. Connor. Oh, no; the medical profession has access through the 
detail man and all medical publications to the actual clinical work 
done by the clinicians who are members of the medical profession 
and the leaders of the medical profession. The detail man can give 
asummary of that data, and that is very helpful to the members of the 
medical profession. But the doctor frequently will want to go to the 
original evidence himself, and he certainly will want to get some 
experience and talk it over with colleagues, and so forth, before using 
anew product generally. 

Mr. Kirrrre. Mr. Connor, one more question: Senator Kefauver 
wanted to know how many detail men you have. 

Mr. Connor. I think the latest count, sir, was 730. 

Mr. Kitrrie. What is their average pay ? 

Mr. Connor. I hope this doesn’t get me in as much trouble as was 
revealed by the senatorial salaries on staffs, but it comes to about 
$7,500 a year. 

Mr. Kirrrte. I wonder if you could comment whether this informa- 
tion here in Consumer’s Report is right. They say: 


At least 10,000 to 12,000 salesmen are employed in detailing to call on about 
150,000 doctors and the trade. 


Which means that every 10 doctors require 1 detail man. 


85621—60—pt. 1420 
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Mr. Connor. I don’t have the figures for the entire industry, but 
Dr. Austen Smith, president of PMA, undoubtedly will have those 
when he appears. 

Mr. Krrrrie. I have one final question which, as far as I am con- 
cerned, seems to go to the crux of the matter. How much motivation 
do you have to cut or to lower prices? Evidence was introduced here 
to show that you really do not have much motivation to lower prices 
because of high salaries and other considerations. The question is 
how well competition works in the drug field. 

When you bid to supply drugs to the Government, you engage in 
actual competition. You have to compete against other manufac- 
turers, and you have to cut prices to get the contract. But how much 
motivation is there for you to cut prices of drugs that are sold to the 
general public? 

Now, I want to read something from what Mr. Brown said which, 
after rereading it, it bothered me very much, and I wonder if you 
agree with him or not. He says: 

Unlike consumer marketing, Schering cannot expand its market by lowering 
prices. Cortisone proved this. After all, we cannot put two bottles of Schering 
medicine in every medicine chest. 

Now, what he is really saying, as I interpret it now, is that there is 
only so much of a need for these drugs, and even if you cut the prices 
you still do not sell more. 

Does this mean that you would be inclined to feel that you must 
maintain the high prices because you will not sell more by lowering 
prices and to make a profit you must sell at high prices? 

Mr. Connor. I disagree with Mr. Brown, my competitor, in this 
situation. As our acts since the introduction of cortisone show, we 
have expanded the market by lowering prices consistently, because we 
realize that lower prices do make it possible for more on more people 
to afford these drugs. Even though you can’t get two bottles of the 
same medicine in one house, if you can get one bottle in more and more 
houses, this achieves our purpose as well as being in the public 
interest. 

Mr. Kirrrre. Because actually if Mr. Brown’s statement is correct, 
that is, that the market cannot possibly expand and that therefore in 
order for you to make money prices have to be kept high—then this 
would be of real concern to this subcommittee. 

Mr. Connor. Well, as I have indicated I don’t agree with that. 

Mr. Krrrrie. Thank you, sir. 

Senator Keravuver. I think it might be well to comment on that. 
We receive quite a number of letters. I remember one from a little 
lady whose weight had gone down to 90 pounds. She said that she 
had to have the drugs and to save the money for the drugs, she did 
without food. So if the price went down, she might be able to eat 
more food and have the drugs, too. 

Mr. Connor. Well, a situation like that has my deep sympathy. I 
think actually that all of us in Government and in industry have to 
give this problem of people over 65 a lot more thought and attention. 
Now what we did a couple of years ago was to make available to all 
retired Merck employees a free hospitalization program which in- 
cludes free drugs while they are hospitalized. I don’t think it goes far 
enough. We are going to consider expanding that. I would urge 





ADMINISTERED PRICES 8135 


you, Senator, to consider expanding the present Federal Government 

rogram so as to include ex-Federal employees who are now retired, 

ause if this can be done by all governments at the Federal, State, 
and local level, I think a good part of the problem is licked. 

I think it is true that people who have served the government, like 
teachers at the local level, and who have had low salaries all their 
working lives have inadequate pensions. If there was some con- 
tributory program of insurance through private insurance means, and 
those programs are available, I think this would help lick this problem 
that you have referred to. 

Senator Keravuver. I think that you have a point there. But I 
think there is also the point that if you lower your profits and forget 
about some of these expensive methods of selling and expensive stock 
options, you could lower the price of drugs too. 

Mr. Connor. Sir, as we showed in the case of dexamethasone, when 
we come out with an improved drug we get prices down and I hope 
we raise profits at the same time. 

That is what we are trying to do. 

Senator Keravuver. I don’t think you are going to get much sym- 
pathy with drug industry profits on an average being twice the manu- 
facturing profits of the Nation. I am in favor of fair profits, but—— 

Mr. Connor. And you are in favor of research, too, you said. 

Senator Krerauver. I am in favor of research. I am in favor of 
charging it off to the Government, even paying your patent lawyers 
on research. 

Mr. Connor. No, sir; in those research figures I gave you, the ex- 
penses of our patent department are not included, so that although 
those expenses are justifiable deductions, they are not included in our 
research and development figures. 

Senator Keravuver. They could be if you wanted to include them. 

Mr. Connor. Apparently they could under that definition. 

Senator Keravver. It is not only the orphans and the widows who 
are concerned about this. It is the middle class people, the profes- 
sional people. 

Off the record. 

(Discussion off the record.) 

Senator Keravver. So it is really the middle class who are very 
much concerned about this too. 

Mr. Connor. Mr. Chairman, I am concerned too. One thing that 
concerns me is the apparent misconception of the cost of drug therapy 
in some of these conditions. Now Dr. Gibson has some evidence on 
that which we will get to. But I don’t think drug prices have been 
a contributing factor to inflation. As I indicated, we have never 
raised the price of any steroid product since the time we introduced it, 
but have consistently lowered the prices. 

On that general subject, I would like to introduce for the record 
& memorandum prepared for us by Dr. Jules Backman of New York 
University entitled, “Drug Prices and Inflation.” In this memoran- 
dum Dr. Backman shows that drug prices have not been a serious 
contributing factor. May I introduce that for you, sir? 

Senator Keravver. How long is it? 

Mr. Connor. I don’t want to read it, just introduce it as a memo. 
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Senator Keravver. All right. It will be exhibit 51. 

(Exhibit No. 51 may be found on p. 8647.) 

Senator Kerauver. We are going to hear from Dr. Gibson after 
a while, but I think that rather than calling him back after another 
doctor testifies, I think we should have the testimony of the other 
doctor first, because it is on the very same subject that Dr. Gibson 
will testify on. I know he would want to make some comments 
about the testimony of the other physician. So we will introduce 
Dr. Louis—— 

Mr. Cuumpris. Mr. Chairman, before you do so, I have one ques- 
tion I want toask. It ison cost. 

Senator Krrauver. Let’s try to make it brief, Mr. Chumbris. 

Mr. Cuumprts. Mr. Connor, I believe your testimony was that in 
the past 10 years in the steroid field you have not increased the price 
of your product; is that correct ? 

Mr. Connor. We have had no price increase in any steroid hormone 
product, bulk or prescription form, since the time we got into the 
steroid hormone business in 1949. 

Mr. Cuumpris. Then I would like to get this information from 
you if you have it. 

Do you know what the increase in the consumer index has been 
from 1949 to date? 

Mr. Connor. I think it is covered in Dr. Backman’s memorandum 
that I have submitted for the record, but I don’t have it in mind. 
Mr. Cuumerts. All right, then I ask you this further question. 

Since 1949, what has been the percentage increase in costs in your 
taxes, your freight, your labor costs, your material costs such as 
containers, glass, any type of materials that you use in the produc- 
tion and distribution of your articles, in rebuilding plants and also 
in depreciation costs, if the reserve depreciation provided under the 
a income tax laws is sufficient to permit your rebuilding of 
plants. . 

Now these matters have come out in other hearings on adminis- 
tered prices. It may be significant, it may not be significant. If 
you have the information I think it would be good to have it for 
the record. You don’t have to furnish that now, Mr. Connor, if 
you don’t have it. You can furnish it later today or at some other 
time. 

ree Common Is that all right with you, Mr. Chairman, to furnish 
it later? 

Senator Kerauver. Yes; you may furnish it later. I suppose it is 
in Dr. Backman’s statement. 

Mr. Dixon, will you introduce Dr. Louis Lasagna, of the Johns 
Hopkins University of Baltimore ? 

Mr. Drxon. Mr. Chairman, before introducing Dr. Lasagna, I 
would like to make this observation for the record. 

We are about to go into some of the representations that have been 
made by Merck in its promotional campaigns to sell its products. 

I want to assure you, Mr. Chairman, and I know you are aware of 
the fact, that this subcommittee is not empowered to question the truth 
or falsity of these statements. But it has been our observation that 
the representations that have been made for drug products, the pro- 
motional campaigns that have been carried on in the sale of the prod- 





ADMINISTERED PRICES 8137 


ucts to and through the doctors, are quite important and should be 
considered here. It is self-apparent that by this method of promotion 
and sale there will be found some of the explanations for the high 
prices that are charged, for the identity of prices that are charged and 
for some of the exorbitant profits that appear to be made, and also for 
the inability of small companies to enter and be successful in this field. 

Mr. Chairman, I show you this large carton filled with promotional 
medical material. 

Mr. Chairman, we didn’t solicit this. A doctor named Harold B. 
Leppink of Minnesota voluntarily sent this box to the subcommittee, 
containing all the material that I just dumped on the table. 

Dr. Leppink stated that this is just one month’s receipt by him of 
literature and samples from the drug industry. Now as I understand 
it, in addition—— 

Mr. Connor. This is from the whole drug industry on all products, 
not just steroid hormone products. 

Mr. Drxon. I have not intended to convey any other impression. 
This is what one doctor in one small town of America received in one 
month from the drug industry. 

In addition to that, I have heard it stated during these hearings that 
there are several hundred trade journals, medical journals, that are 
available to the doctor to advise him on these products, and that they 
carry advertisements and descriptive statements concerning these 
drug products. 

Mr. Chairman, in this connection we would like to call Dr. Louis 
Lasagna. This is perhaps out of order, but I suggest that you call 
him to keep from having to recall Dr. Gibson to the stand after Dr. 
Lasagna testifies. We think by this procedure that we will accelerate 
the hearings. 

Mr. Connor. Excuse me, Mr. Chairman. From our point of view 
it would be much preferable for Dr. Gibson to state this matter af- 
firmatively first. 

Mr. Dixon. We prefer not to hear him twice. 

Mr. Connor. It won’t be inconvenient for him. He is right at hand 


and we do have some statements that I think would be helpful to the 
committee. 


Mr. Dixon. Let’s do it our way, sir. 
Mr. Connor. You are in the driver’s seat. 

_Mr. Drxon. Dr. Louis Lasagna is from the Johns Hopkins Univer- 
sity School of Medicine. He was graduated from the College of 
Physicians and Surgeons of Columbia University in 1947 and then 
took intern and residency training in internal medicine for 3 years 
in the New York City area. In 1950 he joined the department of 
pharmacology in experimental therapeutics at Johns Hopkins. In 
1952 he was assigned by the U.S. Army to a clinical pharmacology 
research project at the Massachusetts General Hospital. In 1954 he 
rejoined the Johns Hopkins Medical School as a member of the de- 
partment of medicine and pharmacology, and is head of the division 
of clinical pharmacology. He is currently associate professor in these 
departments. He is also a consultant to the National Cancer Insti- 
tute and National Institute of Mental Health. He is coeditor of 
the Journal of Chronic Diseases and associate editor of the Journal 
of Pharmacology and Experimental Therapeutics. 
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Mr. Connor. Would you like me to step back, sir, while he comes 
forward? 

Senator Keravuver. Dr. Lasagna, we will start your testimony after 
lunch. 

But let me ask this: Do I understand that all of this literature 
and all these samples on the table is just one month’s supply ? 

Mr. Drxon. Yes, sent to one doctor, sir, Dr. Harold B. Leppink, of 
Two Harbors, Minn. 

As I understand it, sir, there are perhaps 100,000 doctors in the 
United States. Is that correct, Mr. Conner 

Mr. Connor. The figures I remember are that there are close to 
200,000, but about 150,000 are in active practice. 150,000 sticks in 
my mind. 

Mr. Dixon. Then we must assume that 150,000 doctors receive this 
mass of material every month. That is a considerable amount. 

Senator Kerauver. We will stand in recess until 2 o’clock. 
3 (Whereupon, at 12:20 a recess was taken until 2 p.m. of the same 

ay.) 

AFTERNOON SESSION 


(At this point the following members are present: Senators Ke- 
fauver and Wiley.) 

Senator Kerauver. Mr. Connor, there may be some other questions 
that will come up later on about your foreign license agreements, 
so you will be here for a while? 

Mr. Connor. Yes, sir, and I would like to note that there is some 
unfinished business between us and your staff members, things that 
I said I would furnish which I have available, and then there are 
a couple of papers that I would like to put in the record at the 
conclusion, so it can be done in 4 or 5 minutes. 

Senator Keravuver. All right. We will go ahead now with Dr. 
Lasagna. 

Mr. Drxon. Dr. Lasagna, you have been here and you have heard 
various remarks made concerning these corticosteroid products. 

Would you enlighten the subcommittee on your knowledge con- 
cerning their development and their use? 


STATEMENT OF DR. LOUIS LASAGNA, SCHOOL OF MEDICINE, JOHNS 
HOPKINS UNIVERSITY 


Dr. Lasagna. I would like to start by saying that the remarks I am 
about to make concerning steroids and their use and advertising of 
steroid products are really germane to the whole drug area. 

I think most of these points I am to make are principles that apply 
across the board in regard to many kinds of drugs. 

I think the basic problem in regard to advertising, which I was asked 
to comment on, is that the average physician today is incapable of 
serving as an expert in evaluating the totality of advertising. He is 
inundated, as you have seen so dramatically portrayed this morning 
by a wealth of advertising material. He is confronted with several 
hundred new or allegedly new drugs each year, and the job he has 
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might come into perspective a little better if you will try to imagine 
yourselves at the end of a day’s work trying to read a whole new book 
that night before going to bed. 

If you then compound this problem by the difficulties that would 
be encountered by your having to go out and search around town for 
books and select and weed out some of the better ones from the irrele- 
vant material you begin to get an idea of the conditions confronting 
the physician. 

He hopes for the best. He hopes for exciting new developments. 
He is afraid to appear out of date by not prescribing new medications 
and he is faced I think with an almost insuperable problem. 

I don’t mean he would be unable to evaluate data if he had the time, 
and if he were supplied with adequate information. But I think such 
evaluation is not compatible with a busy medical practice. 

Now for the parade of steroids—let me put it this way. In coming 
up with one new steroid after another, I think various pharmaceutical 
firms have tried to enlist doctors’ support by one of two devices. The 
first is what I like to call the pharmaceutical numbers racket. This 
is where a compound is alleged to be better than another, more potent 
because one can give let us say 2 milligrams instead of 15 of a rival 
product. 

Now this is like saying that a dime is more potent than two nickels, 
because you can use one coin instead of two. 

It may be more convenient to carry dimes than to carry nickels, but 
in regard to steroid preparations, where one has just a few milligrams 
involved and where one usually has to add many more milligrams to 
make a tablet than can be found in a pill box, the problem of con- 
venience of taking such preparations doesn’t even come into the 
picture. 

(At this point, Senator Hart entered the hearing room.) 

Dr. Lasagna. I am ashamed to say physicians do fall for this phar- 
maceutical numbers routine and are somehow convinced that drugs 
are better if one can give them in smaller amounts. 

The other side of the coin is the low toxicity approach. Here the 
= becomes very, very difficult indeed. Steroids have to be in 

ree use by the profession at large for a good while before their tox- 
icity can be adequately evaluated. The amount of drug that is given 
to a patient, the duration of treatment, the type of patient, the care 
with which a physician looks for let us say the development of ulcers 
by routinely taking gastrointestinal X-rays in his patient, all of these 
things will determine what the “incident” of side effects truly is. 

There is always an initial enthusiasm for these new compounds as 
they come along, and the usual pattern is that the later reports are 
not anywhere near as starry eyed as the early ones are. 

Adequately controlled comparisons of these drugs are almost im- 
possible to find. By adequately controlled comparisons I mean trials 
in which a group of patients has been randomly allocated without bias 
to one of two preparations and then again without bias insofar as this 
Is possible trying to achieve equal therapeutic effects and keeping 
track of the incidence of side effects. As I say, these kinds of com- 
parisons are almost impossible to find. 

The experience with the various steroids that have come along is 
such that whenever another new one appears, one should I think be 
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conservative and assume the worst; that is, assume that one will have 
the same kinds of side effects as have been seen with previous drugs 
of this type. 

The situation here is analagous to having a powerful but dangerous 
convict who is a two time loser and about to be released from prison, 
and hoping that putting a new hat on him or making him go barefoot— 
my homely analogy to slight modifications of the steroid molecule— 
that effecting these slight changes will change him radically and will 
turn him into a good citizen. 

One always hopes that this may be so, but it is not realistic to assume 
that it will be so. 

Another point that might be made here is that the history of phar- 
macology indicates that minor modifications of an original drug do 
not often provide major therapeutic advantages. I think one can 
come up with differences in side effects, but major qualitative thera- 
peutic advantages by such modifications are rare. 

I would think for example that the chance of coming up with a 
steroid that would cure arthritis rather than treat its symptoms is 
probably a remote one. Incidentally experience at Johns Hopkins 
in the pediatric allergy clinic has shown that perhaps the first steroid, 
cortisone, may actually be better than the later ones in some respects. 

For example, most of the newer steroids that have been tried there 
when given in adequate doses to suppress allergic symptoms in chil- 
dren will interfere with the growth of these aasiven and it would 
appear—from the experience there at least—that cortisone does not 
do this, and in this respect perhaps should have been utilized all along 
instead of trying newer agents as they appeared on the horizon. 

The problem of “built in obsolescence” of drugs, which has been 
referred to repeatedly, is I think tied in not only to the appearance 
of new and better substitutes, but to the miserable quality of drugs 
that are issued each year. 

The advertising agencies are being asked to sell to the medical 
profession a whole bushel basketful of sows’ ears for silk purses each 
year. It is no wonder that there are advertising excesses, and that 
there are so-called product failures and that obsolescence sets in. 

This plethora of poor compounds, and of new mixtures of old agents 
that appears each year confuses physicians. 

It raises the cost of drugs, I would think, and may harm patients 
either through keeping them from adequate therapy or by causing 
them serious side effects. 

A word about the utilization of generic names of drugs rather than 
trade names. 

I think it has been implied that the USP standards are not adequate, 
and that drugs that “merely” meet these minimal standards are un- 
desirable because the extra little bit that is put in by really superior 
quality control is quite important in determining therapeutic success 
or failure. This is I think a very crucial point, one on which I do 
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not claim to have the last word or any real evidence. However, I 
think that USP standards have not been set up in this way. I think 
the minimal standards have been set up so that products that meet 
these standards would do an adequate therapeutic job. If not, I 
suggest there is no sense to such a standard. 
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Why have a standard that is so low that agents that meet this 
standard are not useful therapeutic agents? If these standards are 
not too low, then the problem may be that the FDA or other responsible 
agencies are not policing compounds adequately and that compounds 
which allegedly meet USP standards do not in fact meet them. 

If such is the case I suggest that we need more policemen to do the 
job. Because if the standards are satisfactory and the problem is 
that firms are not meeting these standards, then I suggest that one 
might as well not have any standards at all. 

Here, I offer, is a real challenge to the committee. In conclusion 
I would like to say that I think the physician today no longer serves 
as a satisfactory and adequate shield for the patient against drug 
toxicity, ineffective drugs, and high costs, and that to rely on the 
profession to rectify mistakes along these lines is I am afraid 
unrealistic. 

Thank you. 

Mr. Peck. Mr. Chairman. 

Senator Kerauver. Just a minute. I think Senator Hart has a 
question. 

Senator Hart. I would appreciate, Doctor, if you would expand 
somewhat, not beyond the layman’s capacity to absorb, your conclud- 
ing comment that you doubted the effectiveness of the physician as an 
immunity against our toxicity. You said you no longer assumed 
that the physician could shield us from this toxicity. Why is this or 
what have you in mind? 

Dr. Lasaena. What I had in mind is that physicians have a diffi- 
cult time in keeping up with the adequate indications for the appli- 
cation of new drugs, and the side effects that these drugs can cause. 

It is quite difficult when a-drug produces dozens of side effects, as 
for example the steroids do, for physicians to be aware of these prob- 
lems, unless they are constantly reminded of them. 

Senator Harr. Is it your notion that the Food and Drug Adminis- 
tration has a role that could be played ? 

Dr. Lasagna. I think the Food and Drug Administration could 
play a bigger role if the law read a little differently. I think at the 
moment the Food and Drug people are in the position of trying to 
safeguard the bodies of the American public rather than their pocket- 
books. They are supposed to deal with toxicity of compounds and 
pay little attention to claims for efficacy. 

hey in fact do pay attention to efficacy, they have to, but in a 

strange sort of extralegal way. I don’t think the Food and Drug 
does an adequate job of keeping ineffective drugs off the market so 
= — pocketbooks may pay through inadequacies of Food 
and Drug. 
_ However, even if the Food and Drug does an adequate job of check- 
ing in toxicity, I think then there are opportunities for the physicians 
themselves to get the patient into trouble by failing to be aware of 
all the information that the Food and Drug has available to it. I 
don’t believe that Food and Drug probably could play too great a 
role in overcoming this second aspect. 

Senator Harr. Mr. Chairman, one last question. 

You saluted the effectiveness of the advertising agencies in the field 
of ethical drugs, Dr. Lasagna. I ask this question with Upjohn 
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in mind—could you be specific and tell us whether or not Merck or 
Upjohn or any of these others who are on the list of witnesses who 
have already been here or are to be heard are included in your com- 
ment about the silk purse being actually a sow’s ear, or whatever it is? 

Dr. Lasagna. Let me say first that I know the medical people at 
ene and the medical people at Merck, and their colleagues at 

est Point, Pa., at Sharp & Dohme. In my opinion these people 
represent as talented and principled a group of physicians as prob- 
ably can be found in the drug industry. 

Upjohn, specifically, I think, is probably remarkably free of crit- 
icism in this area. EB a matter of fact, one man who handles their 
advertising has told me that he has tried in the past to get them to 
put less of their money into educational material and more into 
straight product plugging advertising. I don’t specifically have any 
of their ads in mind. 

I think that some Merck material is coming up for comment 
nH and I think perhaps it might be best to wait until that comes 
along. 

ones Hart. Thank you very much, Doctor. 

Mr. Drxon. Doctor, before we get into that, your first point had to 
do with what you described as the numbers routine. 

Looking at our glossary of terms here, Doctor, the products that 
are listed in the left column start with cortisone and proceed through 
hydrocortisone down through dexamethasone. The dates in the next 
column show when they were introduced, and in the third column is 
the equivalent potency. 

On the product cortisone, the potency is set forth as 25 milligrams 
per tablet. The product hydrocortisone is set forth as 20-milligram 
tablets. ‘The product prednisone and prednisolone is set forth as 
5-milligram tablets. The product methylprednisolone is set forth as 
4-milligram tablets. The product triamcinolone is set forth as 4-milli- 
gram tablets, and the product dexamethasone is set forth as a .75-milli- 
gram tablet. 7 


Does that illustrate your point that you made on the numbers 
routine ? 

Dr. Lasagna. Yes. I think, sir, that if these equivalent dosages 
produced exactly the same therapeutic effects and exactly the same 
side effects, then there would be no advantage in the fact that one could 
give 25 milligrams as opposed to .75. I think this would be a good 
example of the numbers racket. If there are differences, for example, 
hydrocortisone, if I am not mistaken, is effective when administered 
topically on the surface of the body, and cortisone is not, this then 
would be an advance, and a good reason for having a new steroid 
whether or not one gave less of it or more of it. 

But if the effects when taken by mouth, let’s say, were exactly the 
same, and the price paid for these therapeutic effects exactly the same, 
where these drugs are given in equivalent dosage, then this would be 
an example of the numbers racket. 

Mr. Drxon. Dr. Blair has pointed out to me that in some of the 
material that we have read, this has been referred to as the horsepower 
race, or something like that. I don’t know whether that is a good 
characterization of it or not. 
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But if I understand your testimony, it is this: That if you took a 
95-milligram tablet of cortisone as against a dexamethasone tablet 
which only contained .75 milligrams, you would have the same potency 
and the same side effects; is that correct ? 

Dr. Lasaena. I suspect this is the case. I am not sure that the 
evidence even now is in to enable one flatfootedly to say there is no 
advantage to dexamethasone over cortisone, or vice versa, but I think 
the general spectrum of activity is quite similar. 

Senator Kerauver. Do I understand that you haven’t found any 
evidence that one of these products is superior over the others? Is 
that what you 

Dr. Lasaena. Senator, I think there are differences in these prod- 
ucts. I think that prednisone and prednisolone have less effect on 
water and salt metabolism and may therefore be more useful in treat- 
ing, let’s say, certain cardiacs than some of the other preparations. 

On the other hand, prednisone and prednisolone have been thought 
by some at least to produce more side effects in other areas. These 
drugs may allow for greater maneuverability and tailoring of drugs 
to specific patients, but perhaps on the average one would not be any 
better off treating a hundred assorted patients with one than with 
another. 

Senator Kerauver. One will produce certain kinds of side effects; 
the others might not produce so much of that but something else? 

Dr. Lasagna. Exactly, sir. 

Senator Wixey. Just a minute. That depends upon the patient, 
too; doesn’t it ? 

Dr. Lasagna. Absolutely, sir. 


Senator Wirey. Sure. One fellow can get drunk on a good shot 
of bourbon and another fellow would have to drink a whole bottle. 

Well, now, you talk about drugs. You are talking about the human 
anatomy and the effects of drugs upon that anatomy, and I suppose 
you are supposed to know the individual before you prescribe; is that 
it ¢ 


Dr. Lasagna. Absolutely, sir. 

Senator Witey. I did want to ask a few questions about this matter 
here. I am informed that this is a sample of the publicity that goes 
on in a little town in northern Minnesota in 1 month, a doctor got all 
these samples. 

Now, are these that you see on the table—have they been, has the 
medicine been inspected or analyzed by any Government authority, 
or are they just shot out promiscuously ? 

Dr. Lasagna. I would suspect, sir, that the medications in those 
boxes are pretty much what the boxes say they are, I don’t think the 
labeling is misrepresentative, if that is what you are driving at. 

Senator Wirey. In other words, you feel that there is no violation 
of law, then, in soliciting this way? 

Dr. Lasagna. Oh, I wouldn’t think so, sir; no. I think it may be 
a nuisance to the physician to get ali this stuff, and it certainly is a 
nuisance to the mail carrier, but I don’t think it is breaking the law. 

Senator Wirzy. In other words, you feel that the Post Office, run- 
ning behind as it is, it ought to have more of this? 

Dr. Lasagna. Less of this. 
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Mr. Drxon. Senator Wiley, I think we should clear this up. As I 
understand the Food and Drug Act with respect to representations 
that may be made concerning the product, the limits of FDA’s juris- 
diction has to do with representations that are made in labeling as 
opposed to advertising representations. 

When we get to advertising representations, you move from the 
Food and Drug Administration to the Federal Trade Commission. 
Whether this comes under Food and Drug or whether this comes 
under Federal Trade Commission, I am not certain how that point 
would be resolved. But if it might be said that it is accompanying 
literature in transmitting a product, I believe it might be called label- 
ing. Then, it would be under Food and Drug. But if it was con- 
sidered as something separate from the product, it would be advertis- 
ing. Then if there is any wrongdoing or anything wrong with the 
literature, it would be under the Federal Trade Commission. 

But to my knowledge, I don’t believe the Federal Trade Commis- 
sion, since it was amended, has ever proceeded against advertising 
claims that have been made purely and simply to professional people. 
This information only goes to professional people. I assume it is 
predicated upon the proposition that you can’t fool a doctor or an 
expert. 

enator Wiley asked you a question that I think we should try to 
clear up here. I understood that when you were speaking about the 
horsepower race, you coupled that with the toxicity claims that have 
been made. When representations are made saying, “We have a more 
potent product but lower toxicity,” I understand your statement to be 
that that is not correct? 

Dr. Lasagna. That is correct, sir. 

Mr. Drxon. Mr. Chairman; the way we would like to proceed is 
this: We have received information from the Merck Co. itself as to 
certain advertising representations that they have made in connection 
with their product dexamethasone ‘which they sell as Decadron. We 
have also received from—— 

Mr. Peck. Mr. Chairman, before we leave—— 

Mr. Drxon. And it is in the form of literature mailed directly from 
Merck. I would like now for Dr. Blair to present a statement on 
that subject. 

Senator Krrauver. Mr. Peck has a comment. 

Mr. Pecx. I have some material here which I think might go a little 
way toward straightening the record along the line that Senator Wiley 
mentioned. This pile of material on the table has been described in 
the record as samples and advertising material received during the 
period of 1 month by Dr. Harold B. Leppink of Two Harbors, 
Minn. Shortly before I left the room to go to lunch I browsed casually 
through this pile and selected a few samples at random. These. 
having been received by the Government, I presume are now Govern- 
ment property, and I shall now return them to the pile of Government 
property, identifying each item. 

For the record, here is one letter from the Blakiston Division of the 
McGraw-Hill Book Co. 
or is another letter from the Wayne Stage University of Detroit, 

ich. 

Here is another digest entitled, “Medical Digest, October 1959.” 





ADMINISTERED PRICES 8145 


Here is some more similar material, “Medical Commission,” pub- 
lished in Rutherford, N.J. 

Here is another envelope from the Minnesota Hospital Service As- 
sociation, Minnesota Medical Service, Inc. 

Here is a letter from the Saturday Evening Post. Now Benjamin 
Franklin, who founded that magazine was quite a scientist, but I don’t 
think he was a pharmacologist. 

And here is a letter from the Mar-Val Stationery Co., 810 Broadway, 
New York, N.Y. 

Mr. Drxon. Mr. Chairman, I merely make this comment: All this 
material came in this box, and apparently what Mr. Peck just noted 
has been found in that box. I think I will assign to Mr. Peck the 
chore of going completely through this box and giving me a name- 
by-name count, seeing how many other examples like that he can find 
in that huge amount. 

Mr. Peck. Mr. Dixon, I must admire the Minnesota doctor’s way 
of disposing of this material. 

Senator Kreravuver. That is a pretty big pile, and I would be sur- 
prised if there weren’t some extraneous material in it. 

Mr. Dixon. If the point that you are making, Mr. Peck, is that 
perhaps in that pile there is a lot of extraneous material, we will 
sieakakben it out for you and I want you to help do it. 

Mr. Peck. I will be glad to help you. 

Now, Dr. Lasagna, before we pass on to another matter, I would 
like to ask you this question : 

You have approached the subject of advertising from the point of 
view of a practicing physician, and we all understand how, after a 
busy day either at the office or at the hospital, there may be very little 
time to read and properly evaluate this material. 

Are you, sir, a practicing physician? 

Dr. Lasacna. No, sir. I see patients and have them under my 
care, but I do not receive fees for seeing these patients. I am a so- 
called full-time member of the staff of the Department of Medicine. 

Mr. Dixon. I think we should get these advertising claims in the 
record so that we can ask specific questions about them. 

Senator Kerauver. Mr. Chumbris. 

Mr. Cuumprts. Doctor, to me the statement that you gave about 
the ability of the doctors to evaluate these new drugs, it seems to me, 
is a serious indictment of the medical profession. 

Senator Keravver. I don’t think 

Mr. Cuumprts. I haven’t finished, Mr. Chairman. 

Senator Krravver. I don’t think you should characterize it that 
way. He said that he didn’t think the doctor had time to read all of 
this material. It is not a matter of ability; it is a matter of time, if 
T recall correctly. Isthat what you said ? 

Dr. Lasaena. Yes, sir. I have a great respect for the medical pro- 
fession. On the other hand, sometimes people are faced with tests 
that are beyond their ability to cope with. 

Mr. Cuvumpris. I think your statement went a little beyond that, 
and I don’t want to bother the reporter now to read it back, but I 
would like to continue with some of the questions I have in mind. 

Senator Kerauver. Mr. Chumbris, would you desist for a short 
recess? 
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(A brief recess was taken. 

Senator Keravuver. All right, Mr. Chumbris. 

Mr. Cuumepris. Doctor, I know that as a lawyer, when I am pre- 
sented with a legal problem, I have to do research on that problem. 
I don’t have time to read every decision of the U.S. Supreme Court, 
the district courts or the State courts, but if I have a problem we have 
State reports, Federal reports, statutes, legal periodicals, indexes to 
them, and so I will just know how to look up the particular point. If 
I find it it is beyond my specialty, I will probably confer with a 
lawyer who isspecializing in that field. 

Don’t the doctors have that same service? Don’t they have a loose- 
leaf service or periodicals which bring to the attention of the medical 
profession the new drugs that may come out, new methods of opera- 
tion, new methods of treating patients ? 

Dr. Lasagna. Well, sir, first of all there are physicians who will do 
the same sort of thing in medicine that you are talking about in law 
who will take time out to look up a reasonable number of reports on 
a drug and come to an intelligent decision. But not everybody is 
capable of taking that much time to do this. 

r. Cuumpris. You mean if I went to a doctor and I have some- 
thing seriously wrong with me like arthritis and he finds that the 
normal treatment that he has been giving me has not been successful 
and I come back and it is even worse, that he isn’t going to go beyond 
just his general knowledge to find out what more he can do to alleviate 
either the pain or to remove the serious illness that I may have? 

Dr. Lasagna. Sir, I think it depends on who you have for your 
doctor. Some doctors will seek help and others will not. I think 
it is analagous to your taking your car to a garage. 

You may get it into the hands of a good mechanic or a bad one and 
you may never know whether he is a good mechanic or a bad one. 

Mr. Cuumpris. That is why I have stated what you have said is a 
serious indictment of the medical profession. 

Dr. Lasacna. There are many who are good doctors, many excellent. 

I am not trying to indict the entire profession. I am just saying 
that for doctors to keep up with the hundreds of drugs and periodicals 
(there are thousands published throughout the world) it is a for- 
midable job, sir. 

Mr. Crrumpris. But Doctor, I don’t expect a doctor the minute a 
new publication comes in for him to read it. But I would expect a 
competent doctor, and I would say most of our doctors are competent 
doctors, would, if there is a particular illness that comes to his atten- 
tion, it doesn’t have to be the next day after the drug is found. It 
might be 3 months later. It might be 6 months later. But when his 
patient has a particular illness, that doctor will not only check the 
patient, but if it is of such a nature where it requires research, I 
would assume, and I am sure that they do, would use every means at 
his command, either through journals or monthly leaflet services or 
reports or attending conventions—the medical profession has regional 
conventions, district conventions, State conventions, National 
conventions. 

Druggists have the same thing where they would bring to their 
attention the latest developments in the field of medicine or in the field 
of drugs. I just can’t understand you coming here, a doctor from 
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Johns Hopkins University, and making such a broad indictment 
against the medical profession. 

Dr. Lasagna. Sir, first of all I am not trying to indict the entire 
profession. Those are your words, sir, and not mine. I am saying 
that for physicians to keep up with the broad area of medicine today 
is a difficult problem. If one is a specialist, it is a good deal easier. 

I, for example, specialize in internal medicine with particular 
interest in cancer ak psychiatry and I read about 60 journals. 

Mr. Cuumpris. You are the best evidence of what I have been try- 
ing to say. 

Dr. Lasaena. Just a minute, sir. If one is in general practice try- 
ing to keep up with all advances in all fields of medicine, the job 
becomes almost an impossible one. One would have to be a superman 
to keep ahead of all the things that are introduced and all the new 
oe and maneuvers that are alleged to be improvements over the 
old. 

If this seems impossible to you, I’m sorry for you but it is true I am 
afraid. 

Mr. Cuumpris. The only thing I can suggest, Mr. Chairman, is 
that I hope that some member of the medical profession or the medical 
association will review Dr. Lasagna’s testimony today and then maybe 
be in a position to represent that point of view. 

If I misinterpreted your testimony today, I apologize to you 
roneys but the inference that I get and from this exhibit here, has 
eft me with the impression that it was an indictment against the 
medical profession. 

Senator Keravuver. Mr. Chumbris, I think if you received that im- 

ression, you didn’t follow Dr. Lasagna very closely. He has made 
it clear that he didn’t question the ability of a doctor to understand 
new development, but that a general practictioner who gets so much 
material at the end of the day, plus all the medical journals would 
find that it is just an impossibility for him to keep up with all that. 

Mr. Cuumpris. The record will speak for itself. 

Senator Witey. Doctors are like lawyers. They disagree with each 
other. 

Senator Keravuver. All right, let’s proceed. 

Dr. Lasaena. Like Senators, too, sir. 

Mr. Dixon. Dr. Blair, will you review some of the promotional 
statements made by Merck in connection with its product Decadron ? 

Dr. Biarr. Mr. Chairman, members of the staff not being physicians 
or medical experts in any way, have been only able to examine the 
medical literature on the question of the efficacy, potency and toxicity 
of Decadron versus the earlier corticosteroids, and extract from that 
medical literature such findings as appear relevant. 

What we would like to de here is to merely present those findings 
in summary form to Dr. Lasagna and ask him as a physician to 
indicate whether or not they are in accord with his general under- 
standing of the medical literature on this point. 

The question of course is a very vital one since whether or not 
Decadron does have fewer side effects will be extremely influential in 
determining whether the physician will prescribe Decadron in place 
of other corticosteroids. 
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It appears that there have been a number of studies of the toxicity 
and efficacy of dexamethasone as contrasted to, particularly, predni- 
sone and prednisolone. One of the earliest students of the problem 
is Dr. Edward Boland who, I understand, now is at the University of 
California at Los Angeles. Is that your understanding, Dr. Lasagna? 

Dr. Lasacna. I’m not sure where he is now, sir. 

Dr. Buatr. On October 14, 1959 the New York Academy of Sciences 
published a symposium of articles under the title “A Decade of Anti- 
inflammatory Steroids from Cortisone to Dexamethasone.” 

The first article is by Dr. Boland. Dr. Boland states in this 
publication : 

Since December 1957 I have tried to determine the therapeutic efficiency of 
dexamethasone as compared with that of prednisolone. 92 patients with active 
rheumatoid arthritis have been treated with the compound and have been ob- 
served for periods from 6 to 9 months * * * The overall results in relation to 
improvement and side effects did not differ significantly from those obtained from 
prednisone or prednisolone in a group of similar composition and with similar 
duration of treatment. 

In an article by William Damshek of Tufts University School of 
Medicine, Budd Research Laboratory, New England Center Hospital, 
Boston, entitled “The Use of Corticosteroids in Chemicological Ther- 
apy, that is Diseases of the Blood such as Leukemia” he concludes 
by stating: 

Introduction of dexamethasone seems to offer no particular advantages over 
the other corticosteroids in endemological disturbances. 

Reference should be made to a recent report in the British medical journal, the 
Lancet, September 5, 1959. Dr. F. Dudley Hart of the Westminster Hospital, 
London, in a clinical comparison of dexamethasone and earlier steroids, reported : 

It seems likely on the existing evidence that all the same side effects occur 
with dexamethasone as with prednisone and prednisolone * * * 

In a study by E. B. Brown, A. B. Seeglaw, and C. Popovis of Monte- 
fiore Hospital, New York City, published in the Journal of Allergy, 
November—December 1959, the article compares dexamethasone and 
prednisone administered to patients for 4 weeks to suppress allergic 
symptoms during the hay fever season. Of 66 patients receiving 
dexamethasone 62.1 percent showed side reaction, a figure somewhat 
higher than the 50.9 percent who showed side reactions on prednisone. 
And finally the Canadian Medical Association Journal, an article by 
C. H. A. Walton, University of Manitoba, November 1, 1959, of 50 
patients treated with dexamethasone, many showed side effects. For 
example, 11 showed bleeding into the skin, 11 moonfaced, 6 edema, 
2 ascetism, 2 itching, 1 leg cramp and so on. The article makes the 
point “The usual side effects seen with steroids were not uncommon 
after dexamethasone.” 

In that rather brief summary of these articles in accord with your 
general understanding of the general medical literature bearing on 
this precise point of whether or not dexamethasone does have sig- 
nificantly fewer side effects? 

Dr. Lasagna. Yes, sir, I think it is. I believe dexamethasone, like 
some of the other ones on this list, may have a place in medicine in the 
event that a particular patient doesn’t do well with one steroid. Try- 
ing another steroid I think is always worthwhile on the chance that 
that particular patient might do better on that steroid. 
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But I think the list of toxic effects you mentioned ae is a 
fairly adequate representation of what people have seen with this 
compound. 

Dr. Buarr. Dr. Lasagna, against that background I would like to 
et your comments on whether the claims made on behalf of Decadron 
y Merck in some of the advertising literature which it sends directly 

to the doctors may be excessive and unwarranted. 

Mr. Chairman, the Merck Co. was good enough at our request to 
send us ae of each piece of literature which they have mailed to 
doctors on behalf of Decadron. 

Senator Witxy. Whois that? 

Mr. Dixon. Merck & Co. 

Senator Winey. And what is this, so we can get it definite? 

Dr. Buatr. This is literature—pamphlets, booklets, displays, most 
of which are in color. 

We have a letter from a printer saying that printing of this type 
of literature in color is a very expensive type of printing. I would 
just like to read a few of the quotations from these advertisements. 

Mr. Dixon. Would you read them now? As you read them, Doc- 
tor, would you attempt to identify the particular publication that 
itis in? 

Senator Witry. Just a minute. As I understand it, you are going 
to a now the claims that are made for that particular drug; is that 
right? 

Dr. Buatr. Yes, sir, in the literature that goes from Merck directly 
to the physician’s office. 

Senator Wirry. I understand the question is directed to the doctor 
and he is to tell us whether because he is an expert, and because he 
knows all about these drugs, these claims that are made are funda- 
mentally sound, or just half so, is that it? 

Dr. Biatr. That is—— 

Senator Witry. Is that what you are after ? 

Dr. Buatr. Whether or not they are sound has a great deal to do 
with the success of one company in this business and the failure of 
another. 

Senator Wier. First I guess you had better qualify the witness. 
Has he had experience with these particular drugs? Does he know 
all about them, or is he just someone that you are calling on the 
stand to give an opinion without any basic background experience? 

I have tried enough lawsuits. We must proceed in these matters 
carefully, and I don’t always like the way we are going with this. 

Mr. Dixon. Senator Wiley, you were not here when Dr. Lasagna 
was introduced. Would you care for me to read a statement about 
his background ? 

Senator Winey. If it doesn’t take too long, yes. 

Mr. Dixon. This thoroughly qualifies him, in my opinion. 

Senator Witry. This young man? 

Mr. Dixon. This young man. I will read you what this young 
man is. This young man has six children. He is getting gzood 
mileage. 

Senator Witry. That qualifies you for something. 


35621—60—pt. 1421 
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As I understand it, the question before us is whether or not 
unfounded claims have been made for this particular drug. 

Mr. Dixon. That is right, sir. Dr. Louis Lasagna is the witness, 
He is from Johns Hopkins University School of Medicine. He was 
graduated from the College of Physicians and Surgeons of Colum- 
bia University in 1947. He then took his internship and residency 
training in internal medicine for 8 years in the New York City 
area. In 1950 he joined the department of Pharmacology in Experi- 
mental Therapeutics at Johns Hopkins. In 1952 he was assigned 
by the U.S. Army to a clinical pharmacological research project at 
the Massachusetts General Hospital. In 1954 he rejoined the Johns 
Hopkins Medical School as a member of the Departments of Medicine 
and Pharmacology, and is head of the Division of Clinical Phar- 
macology. 

He is currently associate professor in these departments. He is 
also a consultant to the National Cancer Institute and National In- 
stitute of Mental Health. He is the coeditor of the Journal of Chronic 
Diseases. He is the associate editor of the Journal of Pharmacology 
and Experimental Therapeutics. 

Senator Wirey. Now just a minute. You haven’t said anything 
there to the effect that in all these experiments he has had, and I eall 
them experiments, he has been utilizing these drugs, observed them, 
and so forth and so on. 

Now, if you will qualify him in that direction, I will say this other 
is all right. 

Mr. Drxon. All right, sir. I will proceed to do that. I think it 
should be done. 

Doctor, have you worked with corticosteroids? 

Dr. Lasagna. Yes, sir, but I would scarcely call myself an expert in 
that particular area. 

Senator Witry. That settles it. 

Dr. Lasagna. May I go on, sir, please? 

Senator Wiley comes to conclusions very quickly, I see. 

I have spent a number of years now training myself in the discipline 
of clinical pharmacology, in the setting up of experiments in man 
so that one can evaluate acts with sense. 

Senator Wirry. If you will yield just a moment, I am not question- 
ing your moral responsibility or your paternal ability. What I am 
questioning is whether or not you feel that you are qualified to com- 
ment on this particular drug. 

If we are going to try this issue, let it be tried in a right way and 
not be tried bumbling all around the lot. 

Now that is no reflection on you, but you just let me ask you some 
questions. 

How often have you administered those drugs? How many 
patients have you had? How closely have you observed them? What 
other drugs have you used in connection with this drug? What else 
can you tell us so that we can have here a better background ? 

Dr. Lasaena. Sir, one does not have to have experience in treating 
a million patients with steroids to compare the evidence with claims 
based on whatis presumably that evidence. I think that an 
intelligent layman could compare literature on these drugs with the 
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claims and come to a reasonable conclusion as to whether they jibe 
at all. 

Senator Witey. If you want to carry on under those circum- 
stances——— 

Senator Kerauver. Have you had experience with making clinical 
comparisons with dexamethasone ? 

Mr. Drxon. Or any of the corticosteroid products ? 

Dr. Lasagna. Yes, sir, but not with dexamethasone. This is the 
latest one. We haven’t gotten around to doing comparisons with 
that one. 

Mr. Dixon. You have done it with cortisone 

Dr. Lasagna. With cortisone and prednisone, sir. 

Mr. Dixon. They are two of the principal products that we have 
talked about at these hearings. 

Dr. Lasagna. Yes, sir. 

Mr. Drxon. You have made clinical comparisons of their uses? 

Dr. Lasagna. Yes, sir. 

Senator Kreravuver. If he hasn’t made it on dexamethasone, I don’t 
think we ought to ask him about it. 

Senator Harr. Mr. Chairman, if the question is whether the com- 
mittee shall receive the testimony of this member of the faculty of 
Johns Hopkins, I for one am delighted to have the opportunity to 
hear his opinion, even if he doesn’t come from the medical school 
at Ann Arbor and has only six children instead of eight, even though 
he looks young. 

I have been interested in the course of these hearings in some almost- 
medical opinions from lawyers who presented company cases. I think 
we would benefit from the testimony of the doctor. 

Mr. Dixon. I think Dr. Lasagna is too modest. Dexamethasone 
was only brought out in 1958 by Merck. Perhaps that has something 
to do with the proposition that they may not have had sufficient time 
yet to make a clinical comparison at Johns Hopkins. 

I think it is the very purport of what the doctor’s testimony has 
been about it, when he has cautioned this subcommittee in his state- 
ment that he thinks that it is too early now to make many of these 
statements. I think that is the very basis upon which he is attempt- 
ing to testify. 

Senator Kerauver. Are you qualified to discuss the matter, Dr. 
Lasagna 4 

Dr. Lasagna. I think I am. I may not satisfy Senator Wiley. 

Senator Witry. I want to really make my position clear, because 
I have been setting with this committee now for a number of days. 

I personally don’t think, first, that it is our function to determine 
the merits of drugs. I think that is somebody else’s function. 

Secondly, I feel that we owe a responsibility as legislators to pro- 
ceed in an orderly way and not carry on to try issues that aren’t really 
involved. 

As I said a few days ago, I felt that the issue here was whether or 
not there was a violation of the antitrust law and whether or not there 
was evidence to show illegal monopoly. Now we are getting into a 
field where one doctor comes up—I understand there is another doctor 
here who disagrees with that—to testify about the medical merits of 
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drugs. I made no objection because I am here to see that we try to 
proceed as the committee should proceed, and not include in a lot of 
tangent proceedings. 

That is my only position. I have been in these hearings for 20 
years and I know how they go. 

Senator Keravver. The relevance of this testimony is that these 
three companies in the steroid hormone field have the highest prices; 
they make a series of products; they are the ones who do the largest 
business, and apparently they do it iw persuading the doctors to pre- 
scribe their phate. The little companies don’t seem to be able to 
get into the field of selling to the druggists, even though their prices 
are much lower. 

The big companies make their sales by detail men and literature 
that they send to the doctors to convince the doctor to prescribe under 
their trade name rather than under the generic name. 

_ That is a method of effecting control of these drugs. The result 
is at least a preempting of the field, to a considerable extent. 

So whether the company claims are exaggerated, whether they 
claim too much to the physician, whether they are justified in what 
they claim, would be relevant, if Dr. Lasagna is in a position to 
answer. 

Of course, we have here the head of Merck’s Medical Department, 
Dr. Gibson. We had purposely asked him to testify later because I 
know he would have a different opinion and would want to make some 
explanation about it. 

Dr, Lasagna, do you feel you are in a position to pass upon this 
matter, that you have had enough experience to pass upon some of 
these claims ? 

Dr. Lasaana. Yes, sir, I do. I think the situation here, Senator, 
if I might just say one sentence, is analogous to my role as consultant 
to the American Medical Association on advertising for their journal. 
They send to me for opinions on compounds that I haven’t necessarily 
personally studied. I think what they are looking for is the opinion 
of someone who spends every working day facing up to the problems 
of collecting evidence and evaluating it critically. 

T think this is what I can offer to you; nothing else. 

Senator Kreravuver. Then you do collect evidence and evaluate it, 
and you are ina position to do that ? 

Dr. Lasagna. I think so, sir. 

Senator Wier. Mr. Chairman, let me have just one more word. I 
listened to what you have said, because again you start out with this 
question which you have made an issue in this case—not so much you 
as your assistants here—as to the pricing of these drugs. 

You started out with the idea that someone was getting 1,000 per- 
cent profit. It was clearly demonstrated that that was erroneous. 
It was shown very clearly that they were getting 15 percent of total 
sales. 

Now, then, we come to the question of prices. What business has 
this committee got to tell anybody in any business what they should 
charge? I got a letter this morning on that very subject, wanting 
to know what the committee was doing in trying to tell people what 
they should charge for their commodities. 
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Well, I still feel that our price inquiry has no relevance unless you 
can show monopoly, and this you haven’t shown because you have 
absolutely demonstrated competition here—you have demonstrated 
high prices, low prices. 

Now what we are doing here is motivated by the fact that the 
people are sore at the drugs, and I am sore at them, too, as far as I 
am concerned. But we can’t let these feelings determine the course 
of a responsible congressional inquiry. 

Senator Kreravver. All right, that will bedone. But I feel I should 
make some reply to your statement. The committee did show that 
there was a difference of 7,000 percent in one case, and 1,000 in another, 
1,800 in a third, as between what the bulk product cost and what a 
company sold the tablet for. That has not been questioned. 

As to the advertising and research, that was added, and we have 
had explanations about the profit. 

I think prices are important in considering the question of monopoly 
or competition—particularly when the prices of these big companies 
appear to be the same and appear to be high. The little fellow doesn’t 
seem to be able to sell to druggists although he sells at a lower price. 

The question is, how do the big companies dominate the market? 
Is there real competition? These are important matters. I think, 
that this committee should investigate, and that it is charged with 
investigating. 

All right, let’s put the questions and you answer them, Dr. Lasagna, 
those that you feel you are qualified to answer. 

Dr. Buatr. Mr. Chairman, the first advertisement which T will read 
from bears the general overall heading, “With Decadron patient 
need * * * not steroid side effects * * * is the main consideration.” 

uae Connor. Dr. Blair, would you please give us the number of 
that 

Dr. Buatr. Yes,sir That is your No. 65. 

Senator Wixey. Will you repeat what it says ? 

Dr. Buatr. The first page says: 


With Decadron— 
and underneath it: 


The determinative corticosteroid—patient need * * * not steroid side effects 
* * * is the main consideration. 


Then it goes on to state: 


In the past it was frequently impossible to administer corticosteroids in ade- 
quate amounts because therapeutic dosage was perilously close to that capable 
of causing major undesirable effects. With Decadron, a far more specific anti- 
inflammatory steroid, side effects are no longer a serious limitation and only 
the normal precautions applicable to any potent hormone need be considered. 

The next one which I would like to read—— 

Senator Wizey. Let him answer that. Is that an improper 
statement. 

Dr. Lasaena. Yes, sir; I think it is. 

Senator Witey. In what way ? 

Dr. Lasaena. Because I think the clinical literature that I have 
read indicates that side effects are a serious consideration with dex- 
amethasone, and therefore in using this compound, one would have 
to utilize the same precautions that one would utilize in administer- 
ing other cortical steroids. 
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Senator Witey. Have you seen the statement before? 

Dr. Lasagna. That particular ad; yes, sir. 

Mr. Dixon. When did you first see it, today or before that? 

Dr. Lasagna. I think it was today, sir. 

Dr. Buatr. The next one I have 

Senator Keravuver. Give the number. 

Dr. Buatr. It is their No. 70. There appears on the first page: 

First—then—now, Decadron marks the arrival of the postexperimental cor- 
ticosteroid era. 

On the inside sheet—— 

Senator Witey. Ask him about that. Is that improper? 

Dr. Lasagna. I don’t understand what that means, sir. 


The postexperimental corticosteroid era. 


If Merck can explain what that means—— 
Senator Witey. You don’t want to answer “Yes” or “No” to it? 
Dr. Lasagna. No, sir; I don’t understand that point. 


Dr. Buarr. This is the main import of this advertisement, sir; what 
I am going to read now: 


Now therapy can be established more safely, promptly, and predictably than 
with any other corticosteroid * * * with patient need, not side reactions, 
the main consideration * * * without the handicaps that limited the useful- 
ness of the corticosteroids developed during the transitional period. The 
original corticosteroid: Cortisone—the transitional corticosteroids: Hydrocor- 
tisone, prednisone, prednisolone, methylprednisolone, triamcinolone. Decadron 
marks the end of the transitional product development era and the arrival of 
mature corticosteroid therapy. 

Mr. Dixon. Would you comment on that one? 

Dr. Lasaana. If I understand that ad, it would imply that a qual- 
itative advance had been made with Decadron which I do not believe 
to be the case, and therefore I would think that particular adver- 
tisement also improper. 

Mr. Dixon. Do you think it perhaps would mislead an ordinary 
physician ? 

Dr. Lasagna. In my opinion, sir, it would imply a safety for this 
drug which I do not think it possesses, 

Mr. Drxon. If a physician received that and relied upon it, would 
it be reasonable to assume that he perhaps might believe it and pre- 
scribe the drug? 

Dr. Lasaena. I believe, sir, that he would perhaps be more casual 
in its use than he would have a right to be. 

Mr. Cuumertis. Doctor, then it is your opinion that the medical 
profession is incompetent to evaluate that type of advertisement, is 
that your position. 

Dr. Lasacna. I would say, sir, that if all they do is read that ad 
and believe it, and if the detail man were to tell them that and they 
were to believe him, that then they would be incompetent. I do not 
say that all physicians would believe that ad and would follow it. 
Those that did, and I am sure that there are some who would, would be 
in my opinion acting unwisely. 

Senator Wirey. Will you tell us specifically now, this last ad that 
was read, what was wrong with it? Tell us. 

Dr. LasaGna. It implies that this drug as contrasted with the previ- 
ous steroids that have been introduced on the market has almost no 
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danger associated with it, and that therefore it represents a rather 
new approach to steroid therapy. I think that is not the case, sir, 
that is why I object to the ad. 

Senator Writer. Isthat the only objection you have to it? 

Dr. Lasaena. That is a pretty big objection, sir, in my book. I 
don’t know about yours. I speak only as a physician, sir. 

Senator Wixey. I can’t pose as a drug expert. 

Senator Kerauver. All right. 

Dr. Buatr. Mr. Chairman, the next one is Merck’s No. 74, a very 
simple statement in large colorful type: 

Decadron: Therapeutic response highest ever reported; incidence of side 
effects lowest ever reported. 

Those are the examples. 

Mr. Dixon. Doctor, what is your comment on that statement? 

Dr. Lasagna. I think perhaps the best answer to that is in that 
article from the Journal of Allergy that was quoted from before 
which indicated that when the compound was administered there to 
about 50 or 60 patients suffering from as I remember it hay fever, that 
the percentage of patients coming down with side effects was actually 
higher in the group given dexamethasone than in the group given 
prednisone. 

Mr. Dixon. Doctor, do you think sufficient time has elapsed since 
this product was introduced for any company or anyone else to make 
such broad sweeping claims? 

Dr. Lasacna. I personally do not think so, sir, because with the 
steroids I think it 1s crucially important that one be very careful in 

ualifying what kinds of patients have been treated, for how long 
they have been treated, ft with what dose, because there are some 
side effects that will not appear at all with administration of the 
drug for a few days or a few weeks, and that require many months 
toappear. 

Therefore, unless there are large numbers of patients in this latter 
category, for example—and perhaps there are by now—I don’t know 
what information the Merck people have in their files, I think it 
would be difficult to make such statements. In any case it is I think 
always difficult to compare a new steroid with another one, because 
of the impossibility of guaranteeing that the kinds of patients who 
have been treated with the previous ones are exactly similar to the 
kinds of patients that have been treated with the new one. 

Comparative statements are always dangerous in this area, and I 
would think premature with this compound. 

Perhaps I am overconservative. 

Mr. Dixon. You stated a few minutes ago that you had participated 
in clinical comparisons on cortisone and prednisone. 

Dr. Lasaana. Yes. 

Mr. Drxon. I assume that a considerable period of time elapsed 
before the financial clinical comparisons were all in on cortisone, 
isn’t that so? 

Dr. Lasagna. Well, sir, there are some who would say that as 
yet—may I ask you what you mean by clinical comparisons, sir. 

Mr. Dixon. I will put it this way. Maybe I should inquire as to 
what exactly constitutes a clinical comparison. 
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Dr. Lasagna. If one were to truly compare two steroids for side 
effects let us say, to make the question simple, one would have to 
take a group of patients, let us say with rheumatoid arthritis, and 
it would have to be a sizable group of patients. 

One would have to, by a flip of the coin, assign a patient either to 
one steroid or the other. One would have to administer that par- 
ticular steroid to that particular patient for a period of time, and 
assuming that these particular doses that had been picked achieved 
equal therapeutic oflect, one could then compare the side effects. 
Since this is almost never done in this field, it is very hard to say 
that adequate comparisons have actually been achieved. 

All one can do is to look at what I would call uncontrolled trials 
available in the literature, and try to come to some feeling for the 
incidence of side effects. 

It is very difficult to do in my opinion. 

Mr. Drxon. Doctor, Dr. Russel L. Cecil testified here 2 days ago, 
I believe. Do you recognize him asa well-known 

Dr. Lasagna. Yes, sir, he is a famous rheumatologist and author 
of a world renowned textbook of medicine. 

Mr. Drxon. I will read you a statement from his testimony. Sena- 
tor Kefauver asked this question : 

According to advertisements, prednisone, prednisolone and dexamethosone 
make claims that they don’t have many side effects or adverse side effects, that 


they are much better than cortisone. 
Dr. Cecir— 


this is page 362, Dr. Cecil answered: 


Well, the trouble is with some of the newer steroids they haven’t had a large 
enough group of cases yet to give you really accurate statistics. The ones that 
came out 5, 6, or 7 years ago we have had reports that do cover large groups of 
cases so that the statistics are fairly reliable. 

But you take a steroid that has just come out in the last year or two. They 
have got a fairly good line on it, but they can’t say for sure just what the 
occurrence of ulcers or fractured bones and things like that are going to be until 
they have had several years more to accumulate large and well-controlled 
groups of cases. I think at that time my guess would be, purely a surmise, but 
my guess would be that you have pretty much the same unfortunate side effects 
with all of them. 

If I understand your position, does it reflect what I have read by 
Dr. Cecil? 

Dr. Lasaena. We see eye to eye even if he isn’t a young man. 

Senator Witry. What was the answer ? 

Dr. Lasaena. We see eye to eye, sir. Our statements would be quite 
similar. 

Senator Kerauver. Even if he isn’t a young man. 

Mr. Drxon. Dr. Cecil stated here that he had practiced medicine for 
more than 50 years. 

Senator Wirry. As I understood that last statement that he read, 
the doctor said that there hadn’t yet been enough utilization of the 
drug to determine the course and so forth, and you say that you have 
used it so that you know definitely what it will have? 

Dr. Lasaena. No, sir, I didn’t say that. 

Senator Wirey. Isn’t that what you implied ? 

Dr. Lasagna. T never know what I imply because it depends on the 
person at the other end of the microphone. What I meant to say was 
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that I think it is premature to put exact figures on what the incidence 
of these side effects is. I think we know that certain of these side 
effects will occur, but how often they occur I think is not known with 
any degree of certainty at the present. 

Senator Winey. Is that true of drugs generally? 

Dr. Lasagna. Is what true? 

Senator Winey. Just what you said. 

Dr. Lasaena. That we don’t know how often the side effeets—— 

Senator Witxry. Yes. 

Dr. Lasagna. I think the actual incidence may often be quite diffi- 
cult to determine, because it is often hard to know how many doses of 
the drug have been administered, and how many side reactions have 
occurred, because they don’t all get reported in the literature. 

Mr. Cuumpris. May I interject this for a moment, Doctor? You 
say you are not sure because you haven’t made a 

Dr. Lasagna. Sir, the longer I am in this field the less sure I am 
of things. 

Mr. Cuumpris. Supposing you tried a case before a court and 
the jury listening to the evidence said I am not sure if we are going 
to find him guilty. What would your reaction be to our judicial 
system? You are giving an expert opinion now to contradict the 
expertise of the people who have already testified. 

If it wasn’t for that I don’t think there would be so much objection. 
That is what Senator Wiley was trying to bring out. You are 
brought here as an expert to contradict the testimony of the previous 
experts before on this subcommittee. I say that this is not a position 
for you to surmise, to speculate, because I think you would be doing 
the same thing that a jury would be doing if it doesn’t know, if it is 
not sure and says “well, we have two choices, innocent or guilty, 
well, we will find him guilty.” 

Mr. Drxon. I think I should in all fairness to the witness clarify 
what position Mr. Chumbris is trying to put him in. The witness is 
a well-qualified medical expert. He has had broad experience in 
clinical medicine. He is a consultant to the National Cancer In- 
stitute and, as he has pointed out, he is coeditor of the Journal of 
Chronic Diseases. 

What was asked of this witness was that Merck has made certain 
claims, and he was asked whether he thought those claims were 
justified. He said “No.” He based his judgment upon medical find- 
ings. You are confronting him here as if he was the one that had 
made the assertion. He is not making the assertion. It was Merck 
that made this representation. 

Mr. Cuumpris. Mr. Dixon, Senator Wiley asked him one question 
and he said “Senator, I am not an expert.” 

Did you make that statement ? 

Senator Witey. But he is talking as an expert about these drugs, 
yet he hasn’t been using these drugs. That is the point I am making. 
A man can have a general practice in medicine, but this may not nec- 
essarily qualify him as an expert in a certain area. But if on the other 
hand he wants to say that he has prescribed the drugs, he has seen 
them used, he has seen the effects, this is something else. One witness, 
however, said he hadn’t had enough experience with that. 
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Senator Krravver. He is qualified because he knows about the 
clinical reaction of the drugs. 

Senator Wizey. Did you say that ? 

Dr. Lasacna. I’msorry, sir? 

Senator Witry. That you knew what the chemical reaction was of 
the drugs / 

Senator Kerauver. The clinical reaction. 

Senator Witey. Clinical. 

Dr. Lasagna. Clinical; yes, sir. I mean I have seen patients treated 
with these compounds, if that is what you mean. 

Senator Wirry. I didn’t hear him. 

Senator Krrauver. He said “Yes, sir,” that he has seen patients 
treated with these compounds. 

Senator Witry. How many patients? 

Dr. Lasagna. Sir, I see that you mistakenly confuse how many pa- 
tients one has seen with how expert one may be in a given field. Dr. 
Gibson who is going to testify may personally not have treated an 
awful lot of patients with steroids. I don’t know whether he has or 
not. I for one would have a great deal of interest in his opinion as 
to how this drug stacks up at the moment, and I would respect: his 
opinion because ‘he is know ledgeable in this field and knows how to 
assess the evidence. 

Senator Krrauver. All right, let’s get on. 

Senator Harr. Mr. Chairman, may I ask for a definition of the 
subject that Dr. Lasagna teaches? I assume you are preparing Ameri- 

‘an physicians for the future and there is assigned to you the role of 
instructing them in a certain field. What.do you teach? What does 
Johns Hopkins think you competent to do? 

Dr. Lasagna. Our division is, as far as I know, almost unique in 
this country in training men to evaluate drugs, drugs in the broadest 
sense of the word in all areas. I have been the head of this division 
now for about 5 years. The Pharmaceutical Manufacturers Associa- 
tion has had enough confidence in me to give me the first fellowship 
ever awarded in this country to train young physicians in these lines. 

The National Heart Institute has had enough confidence in our 
group to give us a grant of about $50,000 a year to train three or four 
additional fellows per year in the area of clinical pharmacology. 

Senator Harr. This instruction involves the application of drugs 
to the human; is that right? 

Dr. Lasaana. Correct, sir. 

Senator Kerauver. And the reaction of the human to the drug? 

Dr. Lasaena. Correct, sir. 

Senator Harr. How old are you, as though that had much to do 
with it after that definition, but how old are you? 

Dr. Lasagna. Thirty-six, sir. 

Senator Witxy. You don’t look it. How many kids do you have? 

Dr. Lasaana. Six. 

Senator Krravver. All right. Anything else, Mr. Dixon? 

Mr. Dixon. No; I think that is all. 

Dr. Lasagna. I personally want to thank you. 

Senator Krrauver. I want to ask one question. We had some 
charts here which referred to companies buying bulk predinsone and 
prednisolone from Merck and then putting it in capsules. 
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I had a member of the staff call the Surgeon General’s office to find 
out what else was done to this bulk material. We were advised that 
the only other thing that was done was to put bulk in it, starch or 
sugar or something of that sort, to give it bulk. Is that true? 

Dr. Lasaena. Yes, sir; I believe that is essentially a correct state- 
ment of what is involved in tableting an active agent. 

Senator Keravver. It doesn’t give it any more medicinal value? 

Dr. Lasagna. No, sir. 

Senator Krerauver. They apply a binder; I think it is called filler or 
lactose or milk sugar or starch; is that it ? 

Dr. Lasagna. Yes, sir. You add enough inert and presumably non- 
toxic ingredients to give it enough bulk and suitable physical charac- 
teristics to keep it together so that you can make tablets out of it, 
if that is what you mean. 

Senator Keravuver. That is all that is done to the prednisone? 

Dr. Lasagna. That is my understanding, sir. 

Senator Keravver. All right, sir. 

Senator Witty. Have you ever heard of bread pills? 

Dr. Lasagna. Bread pills? 

Senator Witry. Yes. 

Dr. Lasagna. I think that refers to the milk sugar that the Senator 
just mentioned. 

Senator Witey. You doctors prescribe a lot of those, too; don’t you? 

Dr. Lasagna. As a matter of fact, not as many as you would think. 
Doctors often, I think, prescribe medications that are no more active 
than bread pills, but they don’t often prescribe bread pills purposely. 

Mr. Peck. Mr. Chairman, one further question : 

Dr. Lasagna, I trust you realize that there is no member of this 
committee or of the staff who would condone any misleading advertis- 
ing. Nobody is trying to defend any such thing. But I would like 
toask this one question : 

Are your opinions concerning the advertising materials which have 
been read to you opinions reached after further clinical research 
performed subsequent to the issuance of these advertising materials? 

Dr. Lasaena. No, sir, but I don’t think that is necessary. If there 
are reports in the literature that a drug produces certain side effects, 
I think an ad which says that these side effects do not occur does not 
need further research to say that that advertisement is an unwise 
one. 

Mr. Peck. At a time when a drug is put on the market, isn’t it too 
early to know just exactly what will happen? If the manufacturers 
did know, would there be any need for further research and perfection 
ofa drug? 

Dr. Lasacna. Actually, sir, I think if you look at the original 
Merck material on this compound, prepared by their medical depart- 
ment, you will find that the medical department was most conserva- 
tive in warning people about the side effects that might occur with 
thiscompound. I think there is no argument there with the evaluation 
by Merck’s own medical group of what might happen with the com- 
pound. I think they were aware of the possibility of these difficulties 
very early. 
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Mr. Peck. Then you certainly agree with the ethical drug manu- 
facturers that their drugs should be constantly tried and retried and 
perfected, if possible? 

Dr. Lasagna. Yes, sir. My only point would be that in the interest 
of the patient I would bend over backwards to play it safe rather 
than to do anything that might even imply to the physician that he 
now had an easy course ahead of him in prescribing a new steroid. 

Mr. Peck. When a doctor is given these statements, the doctor is 
the one to evaluate them, not the patient. The doctor will with due 
care prescribe the drug or use it in his own office, or perhaps in the 
hospital. It is up to the doctor and to the research scientists of the 
ae companies to decide what improvements should be 
made. 

It seems to me that your opinion of the statements made in these 
advertising materials is pretty much what the producers themselves 
think. Their ideas are perhaps the same as yours, that these drugs 
= never perfect and they must keep striving endlessly to perfect 
them. 

Dr. Lasacna. Let me say that I think that Dr. Gibson and I would 
probably agree pretty well on this compound. I don’t know how he 
feels about some of those ads as they were read. I would not agree 
with some of those ads. So if that represents the company’s view- 
point, then we are not in agreement. 

Mr. Pecr. Isn’t some of your opinion a matter of hindsight, sir? 

Dr. Lasagna. Perhaps. I don’t know what the dates of those ads 
are in relation to information that was available. Perhaps you are 
correct in that they would not put out such an ad today. But we 
might. find that out from them, sir. 

Mr. Peck. The dates of these ads were not mentioned. They are 
not a part of the record, and I think it is quite possible that the drug 
producers realize that they haven’t reached perfection yet. If they 
had, they wouldn’t have to strive further. 

The record is replete with evidence that they strive constantly, and 
I think that you are possibly in agreement with them. 

Dr. Lasaana. Well, one way of getting at this would be to ask them 
specifically whether as of today they would put out some of those ads. 
I would be very much interested to hear the answer to that. Perhaps 
we are in total agreement. 

Mr. Peck. I wouldn’t be a bit surprised, sir. 

Dr. Lasaana. That would be most pleasant. 

Mr. Peck. They certainly are not going to misrepresent their goods. 

Thank you, Mr. Chairman. 

Mr. Cruumpris. Doctor, just one point further. 

Wouldn’t the doctor who would evaluate that advertisement have to 
evaluate it in light of the particular patient that he is treating? 

Dr. Lasaena. Well, you remember, sir, one of those ads said that 
one did not have to worry about side effects any more. That was 
pretty much an across-the-board statement. 

Mr. Cuumprts. That is the doctor’s worry, isn’t it? It isn’t the 
patient who is misled by an ad, if it is misleading. 

Dr. Lasagna. Oh no. 

Mr. Cuumperts. It would be the doctor, wouldn’t it? 

Dr. Lasaena. Yes, indeed. 
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Mr. Cuumepris. I mean the doctor who makes the prescription that 
goes to the druggist ? 

Dr. Lasaena. Yes. 

Mr. Cuumeris. Who makes the prescription ? 

Dr. Lasagna. Correct. 

Mr. Cuumpris. So therefore we have to question whether the doctor 
himself is in the position and qualified to evaluate the advertisements. 

Dr. Lasagna. Siamndi. sir. 

Senator Witey. Mr. Chairman, I claim these exhibits should be put 
in in their entirety. They read a few lines off of them. Let me read 
afew. 

Boland has used Decadron in over a hundred patients with rheumatoid 
arthritis, obtaining an unusually high percentage of therapeutic success. 

Do you think that is right ? 

Dr. Lasaena. I wouldn’t be surprised, sir; yes. 

Senator Witey. You wouldn’t be surprised ? 

Dr. Lasaena. No. 

Senator Witry. And here is a man who used it over a hundred 
times : 

Of particular interest with 27 severe recalcitrant cases, many with a high 
history of steroid therapy— 
and so forth. 

Now, in other words, a few lines were taken off these exhibits that 
were read into the record. 1 claim that they all should be put in, 
every one of these that they read from. I forget what the exhibits 
were, but it should be printed in the record, and I so ask. 

Senator Kerauver. Very well, they will all be made a part of the 
record as exhibits 52, 53 and 54. | 

(Exhibits Nos. 52, 53 and 54 may be found beginning on p. 8670.) 

Mr. Drxon. On that point, Doctor, you made reference to the fact 
that the literature which you received from Merck was rather cautious 
on these points ? 

Dr. Lasagna. Yes, sir. I think this was probably not material 
that went out generally to physicians in the profession. 

Mr. Dixon. I would like to ask that the complete document be made 
a part of the record, Mr. Chairman, as exhibit 55. It is entitled “In- 
formational Summary on Decadron (Dexamethasone) a new corti- 
costeroid, No. 1, Medical Department, Merck, Sharp & Dohme In- 
ternational.” 

(Exhibit No. 55 may be found on p. 8680. ) 

Mr. Drxon. I read, Senator Wiley, from page 9 of this document 
which came from Merck: 

Principles of treatment: Except in rare instances, Decadron does not cause 
salt and water retention or excessive potassium excretion. In fact, diuresis may 
oceur in patients transferred to Decadron from another steroid. For this reason 
patients receiving Decadron should be closely observed for side effects which are 
less obvious indications of hypercorticism than edema due to salt and water 


retention. Dietary salt restriction and potassium supplementation are not or- 
dinarily necessary. 


1. Decadron in therapeutic dosages usually has little or no hyperglycemic ac- 
tivity and the insulin requirement in diabetes mellitus does not usually increase. 


This next paragraph is right on the point under discussion. 
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2. Side effects that have been associated with other corticosteroids and may 
possibly be associated with Decadron include relative adrenocortical insuflici- 
ency; protein catabolism ; osteoporosis; peptic ulcer; aggravation of infection; 
cushingoid signs; petechiae and purpura; amenorrhea; insomnia; and psychic 
disturbances. 

Senator Kerauver. Why don’t we let the doctor read it? 

Mr. Dixon. I am stopping at that point because I am reaching some 
words that I am having difficulty in pronouncing. But this is from 
their own information which they put out in an “Informational Sum- 
mary.” Isthis what you referred to, Dr. Lasagna. : 

Dr. Lasaena. I think that is what I referred to, sir, and I think 
that that bears me out that they were quite conservative in warning 
about at least the possibility that these effects might occur with this 
compound. 

Mr. Dixon. This comes from the medical department of Merck. I 
don’t know whether they advertise that it comes from the medical de- 
partment or not. We will determine that in a few minutes. But I do 
not see those cautionary warnings in the advertisements which have 
been read, 

Senator Wirry. Read it all and you will find it. There is plenty of 
itthere. Just put it in. 

Mr. Dixon. They are now part of the record. 

Senator Witey. Where are those exhibits, Mr. Chairman? The 
just read a few words. They spoke about the water situation whic 
you just read. 

Mr. Drxon. Doctor, Senator Wiley read a citation about Dr. Bo- 
Jand. You were about to comment on it, if you care to? 

Dr. Lasaena. I think the statement that one can get satisfactory 
results in that therapeutic area with this compound no one can take 
exception to. The point is that this is not specifically true of that 
steroid, and Dr. Boland himself—I have lost it for the moment, sir— 
you read this before, said that the results were not better than he had 
obtained with other steroids. So’I think the statement is quite cor- 
rect in the ad, sir. On the other hand, it does not mean that the 
compound is for that reason better than other steroids. 

Senator Kerauver. Anything else of Dr. Lasagna? 

Thank you very much. 

Dr. Lasaena. I might say, sir, that this was a total surprise for me 
to be here today. I would have come better prepared if I had known 
I was to be a witness. 

Senator Krrauver. Let me ask, do you have any recommendations 
about how a doctor can get brief information and yet be more certain 
that all of the testing has been done and that he can safely rely upon 
everything that is said ? 

Dr. Lasagna. Well, I can give you one partial answer, Senator. 
T am on the advisory board of a nonprofit publication known as the 
Medical Letter, which attempts to do a sort of Consumer Reports 
treatment for physicians. Like Consumer Reports, I am sure that 
we are not always correct in our evaluation of compounds. 

Nevertheless, this publication means that new compounds are sub- 
jected to expert analysis by people in the particular area under ques- 
tion, and at least an opinion which should presumably be more cor- 
rect than the practitioner’s own opinion is supplied to him. There 
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are 12,000 physicians at present who avail themselves of this service, 
and from the letters received from them, it would seem that these 
12,000 physicians at least feel a great need for someone to sift through 
this sieatising and research material for them and give them an 
expert opinion. 

This is just one small approach to the problem, but I cite it to indi- 
cate that something can be done, and it has been met by a segment of 
the profession with the knowledge that they are themselves unable 
to evaluate this literature and appreciate help. 

Senator Krerauver. You mean some group that would take all of 
the information and sift it and then pass it on to the physician ? 

Dr. Lasagna. Exactly, sir. 

Senator Keravuver. | can understand the position of a doctor who 
wants his patient to get the best possible treatment and wants to do 
everything he can for him, and then gets something in the mail that 
says a certain drug is better than anything else, he would be liable to 
prescribe it whether the claim turns out to be true or not. 

Dr. Lasaena. Yes, sir. 

(A communication from Dr. Lasagna relating to his testimony may 
be found on p. 8853.) 

Senator Kerauver. I can understand his situation. The average 
physician doesn’t have a laboratory to diagnose just exactly what is 
ina Deeadron tablet, does he ? 

Dr. Lasagna. No, sir. 

Mr. Peck. Mr. Chairman, Dr. Hench is sitting just to the right of 
Dr. Lasagna. He might have a couple of brief statements to make 
on the particular subject. 


STATEMENT OF JOHN T. CONNOR, MERCK AND CO., INC., ACCOM- 
PANIED BY DR. PHILIP S. HENCH, DR. EDWARD C. KENDALL, DR. 
AUGUSTUS GIBSON, AND EUGENE L. KURYLOSKI—Resumed 


Mr. Connor. Mr. Chairman, along those lines you will recall that 
when we were presenting our affirmative case yesterday morning it 
was my specific request that our medical director, Dr. Gibson, be 
allowed to indicate to you just what kind of a clinical program we 
have and how this gets reported to the medical profession. 

Now for your reasons, you wanted to have Dr. Tinea heard first. 
Again this morning I made that request because I think it is necessary 
for testimony like this to be 

Senator Krrauver. Mr. Connor, I thought I made it clear to you 
that right after Dr. Lasagna testified, we were going to hear Dr. 
Gibson. 

Mr. Connor. Yes. In view of Dr. Lasagna’s testimony, Mr. Chair- 
man, I would suggest that you do call Dr. Hench. 

You have in the room an outstanding rheumatologist recognized 
throughout the world as the outstanding rheumatologist who won a 
Nobel prize for his work in this very field. 

Now his biographical information shows that as head of Mayo 
Clinie’s department of rheumatoid diseases since 1926, Dr. Hench 
studied and treated thousands of patients with rheumatoid arthritis. 
He observed in 1929 that symptoms of the disease mysteriously dis- 
appear when patients become pregnant or suffer from jaundice. 
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For 19 years he carried on. He is an outstanding authority in this 
field. He has been president of many of the associations, and he has 
been here for 2 days, and waiting for an opportunity to give expert 
opinion on the use of steroid hormones for some of these subjects, and 
I would appreciate it very much, in view of the seriousness of these 
charges, that he be given an opportunity. 

We would not want you to ask him to testify about specific ads, 
those are our responsibility, but he can testify in his independence 
with Mayo Clinic about some of these matters that are of such serious 
concern. 

Senator Kerravuver. If he is going to testify, we could certainly 
ask him 

Mr. Connor. This is extremely important, Mr. Chairman, in view 
of these statements that have been made. 

Senator Kerauver. Do you want Mr. Bailey to testify first? 

Mr. Connor. No, sir, I want Dr. Hench to be called and then after 
that Dr. Gibson can give our statements and go into the specific adver- 
tising material. 

Senator Keravuver. All right. 

Senator Witey. Call Dr. Hench. 

Senator Keravuver. Dr. Hench, will you testify. 

Dr. Hencn. Mr. Chairman and members of the committee, I feel 
rather reluctant to testify at this moment under these circumstances, 
for the following reasons: 

I agree largely with Senator Kefauver. If I had my way I think 
that Dr. Gibson should speak next because he is intimately connected 
with the clinical and experimental work of Merck & Co., and they are 
the ones that are being investigated a little more than anyone else. 

On the other hand, one of the men at the table suggested that I 
might say “Just a few words”. 

Well, I was never known to stop at the end of just a few words, 
and I think that ‘ 

Mr. Peck. A few very good words. 

Dr. Hencn. I think it would not be fair to Dr. Gibson and the com- 
mittee perhans for me to say all that I would like to say and feel 
should be said now. 

But let me compromise if you will by making a few generalizations, 
and then perhaps Dr. Gibson will testify and then if the committee 
wants me to finish some thoughts that I have that are very close to 
my heart, I will be glad to stay over, although I have a very pressing 
engagement tomorrow. 

There have been some very fundamental things about cortisone that 
have not been said. It is not anybody’s fault. We get into a habit 
of speech 

Senator Kerauver. Dr. Hench, I don’t want to interrupt you, but 
you and Dr. Gibson discussed cortisone at great length yesterday. 
Are you talking about the whole field of cortisone products? 

Dr. Hencnu. I am talking about the whole field of cortisone steroids. 

Senator Keravuver. All right. 

Mr. Dixon. You use the word cortisone to be all inclusive ? 

Dr. Hencu. Yes. 

Mr. Drxon. So when you say cortisone your are including what ? 

Dr. Hencu. The cortisones. 
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Mr. Dixon. You are including dexamethasone ¢ 
Dr. Hencu. The cortisones, plural. 
Senator Krerauver. Corticosteroids, is that what you include? 
Dr. Hencu. Corticosteroids is I think preferred. As I say, there 
have been some very important things that have not been said, and 
that is not to criticize anyone because we get into a habit of speech, 
and we find out later that the essence of what should have been 
said was not said. 

Now I am not going to criticize Dr. Lasagna for some of his re- 
marks here today. I think that he feels that he is an expert in 
certain fields, and I would agree that he is an expert in certain fields. 

He may be even an expert in part of the field of corticosteroid 
work. But in my humble opinion from what I heard he is not an 
expert of the sort that is needed for this kind of a hearing, and I 
will tell you why. 

The only expert in speech with reference to the use of cortical 
steroids in patients is the man who has been in charge intimately of 
using them in patients. Why? ‘The diseases that we are treating 
with the corticosteroids, those diseases which are most relieved and 
which in some instances are only relieved by the cortical steroids, none 
of them are reproducible in animals. They have nothing to do with 
any biochemical tests, any pharmacological tests, the effects we are 
getting, the side effects we are getting are separate almost entirely 
in that from the tests one uses in the laboratory or with animals, 
and that is precisely why our announcement in 1949 was so surprising. 

Men, investigators, had ACTH 2 years before I did. I did not 
happen to know it was available. A few men had cortisone before 
I did. Physiologists, men who knew much more about the adrenals 
and about the potentialities of normal cortisone activity than I did, 
but I hapgennd to have an idea about their use in disease. None of 
the experimental or physiological work done on cortisone for 10 years 
prior to our announcement was of any help in determining the clinical 
effects, and because these experts worked long and hard with the 
amounts of cortisone that were available, because cortisone in the 
normal person doesn’t show what it will do in the rheumatic patient, 
these gentlemen did not realize the potential for cortisone. 

Therefore may I repeat that you cannot evaluate cortisone except 
in terms of the human, and in the patient when the individual re- 
sponds who has the disease. 

Senator Kerauver. Dr. Hench, I didn’t understand that Dr. La- 
sagna was trying to evaluate it in terms of animals. His specialty, 
and what he teaches, is testing on humans. 

Dr. Hencu. Senator, I understood him to say that he collected 
and evaluated statistics, that he watched doctors using corticosteroids 
for these diseases. 

Senator Kerauver. But he receives all the reports, he watches, he 
observes. That is on humans, not animals. 

Dr. Hencu. Senator, you can watch a skillful tennis player all day 
long and you can’t play tennis. You have got to do it yourself. 

Mr. Drxon. Dr. Hench, is Dr. Boland a recognized expert in this 
field, in your opinion ? 

Dr. Hencu. Dr. Boland is a wonderful expert in my opinion. I 
know precisely what Dr. Boland said. And Dr. Boland is right in 
35621—60—pt. 1422 
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his opinion as of that day. But if I may be allowed to go ahead and 
I will tell you why few honest and equally experienced experts can 
have different opinions. There is an explanation which I can give I 
hope. Dr. Boland was a fellow in service at the Mayo Clinic. After 
he left he practiced in California. He was with me when I was 
director for the Army’s Rheumatism Center at the Army-Navy 
hospital. 

He was my assistant director. He succeeded me there. I know 
him intimately. He is a wonderful man and anything he says has 
to be listened to with respect. But Dr. Boland and I have honest 
differences of opinion, and I think I can explain the reason. 

It is the nature in the difference between two humans even though 
they may be identical twins, they can have differences in many things. 

Mr. Dixon. Do you agree with what he said in December 1958, in 
the last paragraph of this article, where he pointed out that: 

Augmented any rheumatic potency alone does not denote superiority. These 
clinical trials have been too brief as yet to allow us to judge whether dexa- 
methasone possesses therapeutic advantages over prednisone or prednisolone 
in the management of those rheumatoid arthritic patients who have long term 
steroid therapy. 

Dr. Hencu. As of that date that was Dr. Boland’s opinion and I 
respect it highly. On the other hand there were some other men of 
equal experience who had the opposite opinion and I respect that 
highly. May I say, sir, that every paper has a factor that we don’t 
recognize and that is the date of the paper. 

Every paper has that is published as of that date, and anything that 
we may say we have a right to change our opinion on the basis of 
further experience. 

Mr. Dixon. The point of these advertisements as they appear to 
me, seem to be that all the favorable things have been stated, but 


how about the unfavorable things? For instance, in that same article 
Dr. Boland says— 


The overall incidence of adverse reaction from dexamethasone appears to be 
about the same as those from prednisolone when equally effective antirheumatic 
doses of the two drugs are given. 

Dr. Hencu. With all respect to you I had hoped that I might be 
able to give some generalizations before we got down to these indi- 
vidual points, and I can explain those things only after a discussion 
of certain basic generalities. 

(At this point, Senator Hart left the hearing room.) 

Mr. Dixon. Let’s not forget to ask you whether you agree with 
that statement or not, after you get through. 

Dr. Hencn. All right, sir, either later or now I will answer it. 

May I say that I think the most important thing that has been 
left out is the definition of what we mean by “side effects.” Side 
effects is actually nothing more or less than the normal effects of 
cortisone. 

In other words, if you had—if a manufacturer made a corticosteroid 
without any side effects, he would have in effect a corticosteroid that 
is entirely useless in the human. 

We already have some, compound S, compound A, that Dr. Kendall 


spoke about may have almost no biological effect and, therefore, they 
have no side effects. 
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May I make it more specific? If I give cortisone to a rheumatoid 
patient or a patient with rheumatoid arthritis, and that patient gets 
a high blood sugar temporarily, it looks as if that person had a 
tendency to diabetes. In the treatment of a rheumatoid patient the 
development of hypergloucemia, that increase in sugar is a side effect. 
Actually what it means is that cortisone has an effect on carbohydrate 
metabolism, and in this particular patient it has the effect of showing 
sugar in excess in the blood. 

But in another instance there are certain children who have the 
opposite tendency to diabetes. They don’t have enough sugar in the 
blood. If you give, and it has been done, if you give cortisone to 
those people, for that reason they get the same effect, but in these 
children that is the therapeutic effect, not the side effect. That is 
the effect that you want. 

So that the side effect in one patient is a therapeutic effect in 
another patient. May I give you another example, sir? 

If I treat a patient with rheumatoid arthritis with cortisone in 
the spring, the patient would get a certain amount of relief from that 
cortisone. 

He will also tell me “But my hay fever is better.” 

Actually from the standpoint of the point of reference, which is 
my administration of cortisone for the rheumatoid arthritis, the re- 
lief of his hay fever is a side effect. A side effect in that case is 
something aside from the point of reference, aside from the main 
issue. It happens to be a nice side effect for him. But it could other- 
wise be, it might happen to be an unpleasant side effect for him. 
We classify them both as side effects because they are side effects 
with repect, with reference to the problem at hand which is treating 
the rheumatoid patient. So that a side effect, as I say, is something 
that is more nearly centered away from the aim that you are aiming 
for. For example, sir, in the early days of cortisone, when the active 
quite properly, “Why should I not treat the inflammation of duodenal 
inflammatory effect was noticed, there were some doctors who said 
ulcer with cortisone” and they did, and the majority of the first pa- 
tients treated were benefited, and they continued and they found 
that because of the unbalancing of biochemical forces taking place 
in an ulcer, that whereas some action may be improved with cortisone, 
more persons with ulcers were irritated with cortisone. 

So therefore if they had stopped short, they would have said that 
cortisone is good for ulcer. Now we find the harmful or irritating 
effects of cortisone on ulcer we call it a side effect. So may I repeat, 
the first thing we must learn is that the side effects are effects. They 
have side effects of cortisone and we need them but for some other 
patient. 

Mr. Drxon. Do you use the term “side effects” to be synonymous 
with “toxic effects” ? 

Dr. Hencu. No, sir. As a matter of fact there is no such thing spe- 
cifically as a toxic effect from cortisone because then you would be 
saying that the body is manufacturing something which is toxic to 
itself. 

Now you can have excessive amounts of cortisone, but that in the 
strict scientific definition, when you have overdosage that is not tox- 
icity per se. For example, if I eat too much food the food is not 
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poisonous. The extra pounds are not poisonous, but the accumulation 
of extra pounds eventually will be harmful while the accumulation 
in any one day is not harmful, and production in that way is the 
same physiological means that the accumulation of normal weight is. 
Therefore, when we speak of toxic effects in cortisone we really have 
to mean something special. 

We really wou'd have to mean something that we introduce into 
it by a manufacturer. 

If you had, for example, ACTH and you had something wrong 
with the pituitary and you had cramps and so on, you speak of that 
as toxic. Or if this making cortisone you had the wrong antiseptic 
for the intramuscular preparation, there you might speak of toxic 
effects. 

Mr. Dixon. I have heard it mentioned that in treating rheuma- 
toid arthritis, one of the most common toxic effects, or what you cal] 
side effects, might be a peptic ulcer. Ifa person did not have a peptic 
ulcer and he took one of these products and his arthritis was improved 
but he developed a peptic ulcer, would you call that a toxic effect? 

Dr. Hencu. You are without impropriety forcing me to antedate 
myself but I will answer that. Again I will try to explain why for 10 
years physicians have not cleaned up their semantics with regard to 
these preparations. 

I will try to explain the term “side effects.” Actually I would say 
that most physicians do not distinguish properly between side effects 
and what you are trying to express whith I would call complications, 
and they are not the same. 

May I try to explain? Remember that the point of reference is 
what the doctor is trying to do for the individual patient, and as you 
have different patients you have different points of reference. 

Senator Keravuver. Dr. Hench, I didn’t understand. You said we 
should not use the term “side effects” ? 

Dr. Hencu. No; I said we should not use the term “toxic effects,” 
and we should not use the term “toxic” to mean complications of a 
duodenal ulcer. 

Senator Keravuver. Have you examined this last advertisement that 
appears to have been sent out by Merck, No. 74% The front page 
says— 


Therapeutic response highest ever reported Decadron incidence of side ef- 
fects the lowest ever reported. 

Have you examined it? 

Dr. Hencu. Of course, when they are speaking about side effects 
in the use of cortisone from rheumatoid patients they are speaking 
about anything but the antirheumatic effects. 

Anything else would be a side effect. 

Senator Keravver. Do you subscribe to that ? 

Dr. Hencu. I’m sorry. 

Senator Keravuver. Laws the front page of exhibit 54 says: 

Therapeutic response highest ever reported. 

Mr. Connor. Mr. Chairman, can Dr. Hench look at the whole ad- 
vertisement ? 

We haven’t shown him any ads. 
Mr. Dixon. You have it. 
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Mr. Connor. Can he have it in front of him for just a minute? 
Dr. Hencu. I had on my list here and at the appropriate time I 
was going to discuss my opinion. 

Senator Krerauver. I am just asking you about what is on the front 
page of this exhibit. 

Dr. Hencu. I am not trying to avoid the issue. 

Senator Keravuver. “Lowest side effects ever reported.” Do you 
agree with that ? 

Dr. Hencu. Senator, I am trying to answer the first question before 
wet get to another topic. I apologize but we have jumped in three 
sentences to three different topics. 

Mr. Connor. Mr. Chairman, won’t you let him go ahead ? 

Mr. Dixon did throw a couple questions at him and he was trying 
to get to those. This is another question that Dr. Blair wants him to 
answer, but maybe he could take it up as he goes along, because he has 
his feelings. 

Senator Krerauver. I have asked him a question. 

Mr. Connor. Dr. Lasagna went right along without much inter- 
ruption from Mr. Dixon. 

Reneioe Krrauver. Mr. Connor, we have tried to give you plenty 
of time. 

Dr. Hencu. I am not going to avoid the answer. May I say this: 
That at the very beginning or in the first year or two much of the 
publicity on Merck & Co. was submitted to me and to my colleagues, 
andthesameasto Upjohn. They were very careful. They were most 
responsive to our suggestions, and without any feeling of responsibil- 
ity except a moral one on my part I approved the tendencies, the trends 
and the type of publicity they have had. In general I do. However, 
realize this: That any publicity—any publicity is for a particular pur- 
pose. For example, if you have as some of these things are only 
three or four sentences on a whole page, that is merely in the line of 
being a headline. Well, now, the newspapermen know the limitations 
and virtues of a headline. Every headline has to be qualified by what 
follows it, and these short statements are qualified in advertisements 
in all sorts of ways in the Merck handbook and papers that are put 
out by them and by other companies so that when you get down, when 
you have read the whole thing, any misinterpretation that you might 
have had in one way or the other from a headline should be fairly well 
corrected. 

Mr. Drxon. Dr. Hench, you said earlier that these statements 
were submitted to you. 

Dr. Hencu. I merely meant that I haven’t seen them in the last 4 or 
5 years except as I see them in the mail. 

Mr. Dixon. When they were received by you, did you receive any 
compensation for your 


Dr. Hencu. None whatsoever, sir. I have no connection whatever 
with Merck’s. 


Mr. Drxon. You have none? 
Dr. Hencu. I came here voluntarily because of my admiration 
for Merck and I am here primarily sir, as I said yesterday, not for 
Merck. I am here in behalf of my earnest belief that this type of 
research, which is some of the finest research that has ever been done 
in the whole world of medicine and science, must not be prevented. 
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Mr. Dixon. You said you had not seen these advertisements for how 
many years ? 

Dr. Hencn. I said I haven’t reviewed them critically in several 
years. 

I see them. I get them and I save most of them. As a matter of 
fact, I was trying to find one this morning to bring over here. I see 
them, ves, some of them T do more than others. 

Mr. Dixon. This product didn’t come out until 1958, so these state- 
ments were made—— 

Dr. Hencn. No, no, pardon me, T am talking about all of the 
cortisones. 

Mr. Drxon. We understand vou are using the term very broadly 
but we have been talking about dexamethasone which is sold by Merck 
as Decadron. 

Maybe that is where I am gettine— 

Senator Krrauver. All right, let’s let Dr. Hench continue. 

Dr. Hencn. Again we are getting down to this before I—to the 
end before T have even made the basic definition T was trying to make. 

T have been advised—I am sorry, I didn’t understand—TI have been 
advised to continue my comment on five or six of Dr. Lasagna’s noints 
and not discuss the generalization that I had started out on. T will 
try to give you three or four basic definitions. Instead T will answer 
this other part. The comment that Dr. Lasagna made about his being 
an expert, as I say, I do not believe, in all resnect to Dr. Lasagna who 
knows an awful lot more about many things than T do, TI do not believe 
he is the particular type of expert that can rive judgment on the actual 
clinical use of these things in the relationship we are talking about. 

The next point Dr. Lasagna said, T believe. that the phvsicisn no 
longer has time to read the numbers racket, and he mentioned Dr. 
Boland’s comments about that. T merely say that if every physician 
had to test his own drues, we would get nowhere. 

We would have a terrific waste of time and effort. There is nobody 
that is any better than Dr. Boland in his critical appraisal, in his 
critical attempts to make a comparison. Comparisons are extremely 
difficult to make even upon the same man or his partner on the same 
patient and T say without trying to tell you why in the definition I was 
trving to tell vou. T will just have to leave it at that. 

‘But Dr. Boland has every right and has done a magnificent job in 
trving to estimate the relative values of these various things. 

Mr. Drxon. Have you written an article about any comparisons 
that you might have made ? 

Dr. Hencr. T have and they are subject to these same criticisms 
that Tam making about Dr. Boland. 

Mr. Drxon. Somewhat the same as Dr. Boland’s? 

Dr. Hencn. Yes. We have agreed at times on our opinion as to 
the comparative value. At other times he will say that he thinks 
that one new one is four times more potent than the other one and I 
will say that it is three times more potent. 

That again is a nerfectly honest difference of opinion, not perhaps 
an error. It is simply because you have different patients. You 
don’t have the same patients that you are treating. 

Mr. Drxon. How do von agree on adverse reactions or on side 
effects? How do you and Dr. Boland agree on that point? That is 
what seems to be at issue here. 
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Dr. Hencn. We are right back where I started. I don’t mean side 
effects in the way he does. I mean side effects in a much more 
specific way than Dr. Boland does. 

Mr. Dixon. But you don’t disagree with him ? 

Dr. Hencn. Well, I agree within the use of the term, and if I 
define my terms a little more specifically then to that extent I dis- 
agree. Jam nottrying to hide anything. 

I am merely trying to say that I feel that we have gone further and 
are more precise in our criticism of so-called side effects than did Dr. 
Boland. Dr. Boland, I believe, lumps complications with side effects. 
We do not. There is a very important distinction, because the more 
serious things that happen with cortisone are not side effects. They 
are complications. 

Mr. Dixon. They are what are called adverse reactions by Dr. 
Boland ? 

Dr. Hencn. Yes, these things that ordinarily don’t happen, those 
are complications because of the interjection of a factor that was not 
suspected. 

hee he talked about the dangers of overuse and of misuse. 

There is a great deal of overuse of cortisone. I give many talks a 
year and that is the subject, the use and abuse of cortisone. I would 
say that the main cause of the misuse or the overuse of cortisone is 
based on qualities that one cannot blame. 

For example, the main two reasons why we have overuse of corti- 
sone is first the patient’s anxiety to get a little more relief than he is 
getting from so many milligrams. 

He thinks when the doctor says, “I don’t believe you can take—you 
shouldn’t take two more milligrams,” the patient says, “A, bunk, 
I can take it,” and he may slip one in and nothing happens that day, 
and he thinks that he knows more than the doctor. Lots of our 
patients do that. They are humans of course. They want help. 
They think we are overconservative, and so they may take a little 
more and we may not find it out for a month. Then we see the 
rounding of the face, we see something and we check and we say 
“What comes?” and they admit that they have been taking a little 
more and we can’t scold them very much. They are human. They 
want more relief than the drug gives them. 

A second reason for misuse is the doctor. And why? Because 
of his compassion. The doctor’s whole business is trying to make a 
owe feel better and he has the serious notion often that whereas 

r. Hench and his colleagues say you really shouldn’t ever use more 
than so and so, he says to himself “Well, this is a fine patient and this 
patient deserves more help. I believe this patient of mine is better 
than the average. I believe he can tolerate more than those fellows up 
there. They never saw this patient.” 

So he gives it to them. It is a matter of compassion. Those are 
experiences in life for which we can blame nobody. 

The matter of misuse. I might say that I was the first one in the 
world to misuse cortisone, and I misused it in many ways at times, but 
of course the definition of misuse is a post hoc definition. I mean when 
you have something that has never been given before, how do you know 
whether you are going to use it right or not? 
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You just pray and hope and think and decide and finally you give 
it, and if the dose was right, then you are lucky. If it wasn’t right, if 
it wasn’t enough, you really misused it, although there is no harm 
because you didn’t give enough, unless the patient dies. If you give 
too much you have misused it so you jockey around until you finally 
find the area in which you can say in — in this area you are not 
misusing it. Even then you get in trouble, because a person can take, 
for example, one member of a famil y can take let’s say a milligram and 
a half of Decadron. Another member of the same family the same 
age more or less can’t take more than a milligram of Decadron. And 
to make matters even more confusing, the same patient will get no side 
effects for some months or weeks from 1 milligram of Decadron, and 
then all of a sudden for no reason he will start getting side effects 
from the same dose of Decadron. Well, isthat misuse ? 

Yes, it is misuse in that we are not able to determine how to use it 
properly. 

Is it misuse from the standpoint of a conscious or blameworthy act? 
No, because the patient has changed, as patients do from hour to hour 
and from week to week. That is why, sir, it is so hard to make these 
comparisons. 

So much for misuse, and as I say I was the first one to misuse the 
hormone. Thope we are doing a little better. 

Dr. Lasagna spoke about his opinion that some of these differences 
were minor, and that pharmaceutical manufacturers should not con- 
cern themselves with what he called minor modifications. Again, sir, 
I would suggest that is also a post hoe determination on his part, 
because the mistake that Dr. Kendall made between compound A and 
compound FE, the difference is very, very slight, only one little differ- 
ence in compounds A and EF, and yet E does all sorts of things and A 
does absolutely nothing. 

So in talking about a minor modification from the standpoint of 
chemistry, there is really a minor modification that makes all the 
difference in the world. You cannot rationalize these modifications. 
For example, sir, in due time they made a compound called hydro- 
cortisone, and that one simple change made all the difference in the 
world. 

It raises the effect on electrolytes many, many times. There was no 
reason to understand why, but it did, so you would conclude therefore 
that every new cortisone that has that would have that same excessive 
action. But no, later without any reasoning they found that the addi- 
tion of another factor, which is a minor thing, canceled out the first 
affair. 

So that what is minor is a decision after things have been discovered, 
not before. And if we were to ask the pharmaceutical chemist not to 
bother with minor modifications on the drawing board, we might miss 
some of the most amazingly helpful cortisones that would ever be 
discovered. 

The comment of Dr. Lasagna, advertising agencies are asked to con- 
vert sows ears into silk purses, well, isn’t that something normal ? 

I don’t think that applies, sir, to ethical manufacturers. Again 
may I say that we all I think are adult and know what can go in a 
headline. Well, that famous headline, “Wall Street Lays an Egg,” 
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we know there was no egg laid. We know we have to read down be- 
low to find out what was meant. 

I think doctors realize that a headline is something to catch the eye, 
but it has to be qualified in the rest of the article. 

Senator Krerauver. You have Merck’s exhibit No. 74 which we 
referred to and which, I believe, is the last one put out. We don’t 
want to talk just about the headlines. The headline says “Therapeutic 
Response Highest Ever Recorded, Incidence of Side Effects Lowest 
Ever Reported” but when you turn over to the next page, it says, 
“Clinical trials confirm experimental data Decadron highest response 
ever reported, side effects lowest ever reported”. That is on the 
second page. 

And down below it says they don’t have to worry—and other 
things 

Dr. Hencn. Yes. 

Mr. Connor. Dr. Hench 

Dr. Hencu. That is perfectly all right. These are generalizations. 
One of these remarks, Senator, could be right in 99 patients, and on 
the 100th patient it could be wrong. As I say, these are generaliza- 
tions. They are not meant to mislead, and I don’t think they mislead 
anybody. 

I don’t say that there are not in that pile exaggerations that are 
unpardonable. I have no doubt that they are and I worry more about 
the real quacks and not about the six companies that have done such 
a magnificent job. 

Mr. Connor. Dr. Hench, when you refer to that pile you refer to 
the pile there in the center of the table that contains all of the adver- 
tising from everything that hit this particular doctor, including some 
extraneous material. But as:I interpret what you said, you didn’t 
mean this booklet of Merck advertising. 

oo Hencu. Oh, no, and I didn’t mean the Saturday Evening Post, 
either. 

Senator Kerauver. Read the “Less side effect reactions” over on the 
right side and see if you agree with that. 

Dr. Hencn. “Virtual freedom from gastrointestinal symptoms.” 
Senator, one of the most serious and interesting debates that I was in— 
I’m trying to answer your question, sir. 

Senator Keravver. Will you read it all? 

Dr. Hench. I will try to answer that one. 

“No extreme weight loss” that is right. “No headache, drowsiness 
or nausea,” I haven’t seen any. “No significant imbalance,” that is 
correct as of the date. “No hypertension,” those are all correct. 

Senator Krerauver. I mean, on the right hand side, “Fewer, less side 
effect reactions” over on the right hand side up in the corner. 

Dr. Hencu. I think that is quite correct, yes. 

Again these are all generalizations. 

Senator Krerauver (reading) : 


Salt and water retention do not occur at the dosage level 


Dr. Hencn. There is much less, yes. In the original cortisone there 
was considerable. 
Senator Krrauver (reading) : 


Decadron is better tolerated than all previous anti-inflationary steroids. 
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Dr. Hencu. Again that isa generalization. You might if you were 
unlucky start out and the first three patients you put on it you might 
have a heck of a time. They might have all sorts of things. 

And then the next 97 you would have a fine time, but another doctor 
might have no trouble with the first 97 and the last 3 would be rough. 

Another doctor might be in a different community and in a different 
economic stratum and he might take a hundred patients and he might 
find the incidence of side effects is double what it is in the other. 

These are all factors depending on individual variations. 

Senator Kerauver. What you have just said is true of any of these 
hormones, isn’t it ; it depends upon the patient ? 

Dr. Hencu. Yes. Here is the basic reason why I think there is con- 
fusion. We say, and I have said it, we say cortisone does this, corti- 
sone does that. 

We say that cortisone does so many things that it is the most versa- 
tile of all substances used. That isn’t really correct. No, that is one 
of the semantic misues that we always are prone to all the time in 
our speech, because cortisone alone does nothing. 

In using cortisone, in putting it in the human body, let me use this 
analogy. “Tt is like in a dining 1 room, going into the dining room of a 
school or a large family and putting § some food on the table. That 
is all he does and the family comes in or what have you, 20 people 
come in and they eat this food and the food only works in partnership 
with the individuals and if one person happened to have something 
wrong with him that that food disagrees, we call that, some of them 
call it a side effect. 

It isn’t. It is a complication. And it isn’t done by cortisone, it is 
done by cortisone in partnership with some abnormal cells that. were 
not expected to be there. So the basic thing is this: That when we 
say cortisone does this and does that, cortisone alone does nothing. 
Everything that cortisone does, it does in partnership with some type 
of acell. ; 

Mr. Drxon. Would you excuse me for interrupting you a minute? 
As the Senator read these statements to you, I got the impression that 
you said, “Well, we are perfectly capable of understanding that, as 
doctors.” 

You don’t think that the doctor would be misled by it? 

Dr. Wencn. No, T don’t think so. 

Mr. Dixon. Then I want to ask vou how you account for this 
change that took place. The table that accompanied Mr. Connor’s 
statement, which has been made a part of the record, is entitled 
“Corticosteroid, plain tablets, leading brands by percent total, new 
prescriptions, 1950 to 1958.” T refer to the column for 1958 

The market was divided in 1958 as follows: Meticorten had 30.7 
percent of all the prescriptions; 3.2 percent for Sterane; 2.9 Laeigey 
Meticortelone; 23.8 percent, Aristocort; 18.1 percent, Medrol: 
percent, Kenacort: and all of the others are grouped tomether ae 
any brand which, I assume, at that time would include Decadron, at 
4 percent. 


Mr. Connor. No, excuse me. Decadron wasn’t introduced until 
November of 1958. 
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Mr. Dixon. This is 1958 I am reading from, so that I assume that 
if any of it was written, it would have to be in that bulk classification. 

Mr. Connor. It was introduced in early November 1958. 

Mr. Drxon. Then I assume my statement is correct. We asked 
the company to furnish figures for the first 6 months in 1959. This 
is 9 months after Decadron was introduced, 9 months after this litera- 
ture was disseminated which you said you don’t think misled anybody, 
and that they understood it. Would you give me your comment on 
this? 

Mr. Connor. Excuse me, sir. Just a slight correction, you said 
6 months. I think the chart that you have and I just put in front 
of Dr. Hench is through September, so that it is a 9-month period. 

Mr. Drxon. I stand corrected. So for the first 9 months of 1959, 
the largest share of all prescriptions written goes to Decadron, the 
new product, 26.9 percent. 

Mr. Connor. This is the largest share of new prescriptions. 

Mr. Drxon. All right, following your definition, the product Meti- 
corten had dropped from 30.7 down to 13.5. The product Sterane 
had dropped from 3.2 down to 2. The product Meticorten had dis- 
appeared entirely into the “all others,” I would assume. The product 
Aristocort had gone from 23.8 down to 18.8. The product Medrol 
had gone from 18.1 down to 18.2. The product Kenacort had gone 
from 8.9 down to 5.5. The product Deronil, which is Schering’s 
Dexamethasone; the first I have shown has 4.8, and all others had 
11.3. 

So Dexamethasone, the new product that sold under 2 trade brands 
has a total of 31.7 of the total market, and the lion’s share goes to 
Decadron, manufactured by Merck. 

‘ If these advertising statements aren't effective, how do you account 
or 

Dr. Hencn. What do you mean, sir? 

Mr. Dixon. If the claims or the statements or the literature that 
goes to the doctors who must write these prescriptions aren’t effective, 
how do you account for the fact that the doctors have prescribed 
the greatest share of the prescriptions to the product Decadron? 

Dr. Hencn. I don’t know what you mean by not effective, sir. 
You mean that they are not effective in influencing the doctors? 

Mr. Dixon. Yes. 

Dr. Hencn. I didn’t say they were not effective in influencing the 
doctors. I said that a doctor would understand that these things 
are the honest beliefs of the men who write them as of that time. 
That is all I meant. 

Mr. Drxon. You don’t think that the doctor perhaps might have 
prescribed this product Decadron in the belief that it actually has 
fewer side effects? 

Dr. Hencu. Yes, and it does in some cases, in many cases. But 
there may I say again everything in medicine has to be shaken down ? 
What you say pertains to the dates that that is made, and what I 
meant when I said I don’t think that fooled the doctors or misled 
them at that time, certainly any rheumatoid specialist who has 2 
or 5 years of experience with cortisone knows that that will be the 
experience as of now, and he may change his mind, and of course 
the major reason why a new product gets the large play, if I may 
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say so, I don’t believe is due as much, nearly as much, to the adver- 
tising as it is to the everlasting hope that we have had an improve- 
ment in this cortisone, that we are going to have a new and better one. 

Mr. Drxon. That is what I understand advertising feeds on. I 
point out to you that in these ads that are put into this record, they 
are in general terms. They are not in the terms as you say in many 
or in some. They are general. 

In other words, they don’t tell the doctor the things that—— 

Mr. Connor. Mr. Dixon, when Dr. Gibson talks, I think he will 
say exactly what we did tell the doctor and we give the doctor the 
statistics that come out of our clinical program, and he has the figures 
on how many patients were helped and how many were not. And 
Dr. Gibson can testify to that. 

Senator Kreravuver. We are going to have Dr. Gibson soon, I hope, 
if we can ever get to him. Is there anything else? 

Dr. Hencu. I am almost finished. Utilization of genuine names 
rather than trade names. I wish to say I, too, have that concern. It 
is easier for the physician and the patients if the medicines all had 
the same name but I can see a company that puts out a very special 
effort into a product and thinks he is making cortisone by the very 
best way has the right to say that this is cortisone Merck and we 
are going to call it Cortone, just like some of the silver is stamped 
“sterling,” which means that they have an idea that even though it 
is silver, it is better made, and I have no objection to that. 

It is impossible for the physician to learn all of these names, and 
that is one of the reasons why in asking the question yesterday, that 
is one of the reasons why often we will continue to prescribe an 
old favorite even though it may be now more expensive than an- 
other, because we have faith in it. 

We know what it will do and it is just one of those things. We 
rely on an old friend. If you have a cortisone that you don’t know 
the name of, you are inclined to use one that you do now know the 
name of. 

Physicians no longer serve as an adequate shield for practitioning. 
Well, how ean he? A physician can’t have his own laboratory, his 
own pharmacological laboratory. You have to have specialists do 
that and the Government supervising in this testing. 

(At this point, Senator Wiley left the hearing room.) 

Dr. Hencnu. You have biological testing, animal experiments, ex- 
perimental information. It would be completely impossible, and 
physicians have long ago, in this generation, stopped judging toxicity 
themselves. The only thing they can report is, on toxicity, that the 
manufacturer has no way of reporting, and that is the toxicity or 
abnormal reactions that show up in humans because for the first time 
in history a human with a serious abnormality took this particular 
thing, and no animal will ever show what is going to happen there. 

It might be something good and fine as well as something bad. 

Senator Krravuver. Dr. Hench, do you think that there will be 
other developments in these steroid hormones? 

Dr. Hencn. Oh, you mean other than steroid hormones? 

Senator Keravver. I mean that next year and the year after next, 
do you think there will be other developments? 

Dr. Hencn. I surely hope so. 














ADMINISTERED PRICES 8177 






Senator Keravver. Will you look at Merck’s advertisement No. 70? 

Dr. Hencn. This is one of the greatest hopes in the whole world 
of medicine. 

Senator Keravver. I think it is, too, and I agree with you. It is 
exhibit 53 in the record. 

It says, “The transitional costeroids” and it names all of them 
and then “Decadron marks the end of the traditional product develop- 
ment era and arrival of pure costeroid therapy.” 

Dr. Hencn. There is nothing wrong with that, sir. May I give 
you my reaction to that ? 

Senator Krerauver. You just said that you thought there would 
be other developments. 

Dr. Hencu. No, may I give you my reaction to that? In certain 
States when you are 21, the night before you are 21, you are a kid 
and the next day you beat your breast and you area man. In other 
States when you are 17, you are a kid and the next day you are a man, 
When is the end of a transitional period ? 

If they feel that in their experience they now have learned certain 
basic facts about this nucleus, that they can guess better from now 
on than they guessed the first 10 years, then it was the end of a transi- 
tional era. 

If some other company with less experience has not learned some 
of these things, these surprising and completely unpredictable things 
about the steroid nucleus they will say it is not the end of a transi- 
tional period. Today it is the end of all sorts of things and marks 
the beginning of all sorts of things. The definition of a transitional 
period belongs to the man who uses it. 

Tf it is transitional for him or the end of it, that is for him. 

We are back to the matter of.side effects. As I say, that is, may I 
repeat, side effects are abnormal effects of cortisone for that particular 
patient, that is all. When you have something that is unusual like a 
hemorrhage, like a perforation, that is not a side effect of cortisone. 
It is not even the side effect of the treatment of that patient with corti- 
sone. It is the interjection of an unknown factor which means it is a 
complication. 

The reason it is so important to separate that is because first of all 
we cannot blame cortisone for those things. First of all the patient 
is doing these things with cortisone. He is the one who is using 
cortisone. 

Senator Krrauver. You have been over that several times, sir. 

Dr. Hencn. All right. I was only saying why I don’t accept Dr. 
Lasagna’s definition of side effects. 

Senator Kerauver. Do you have anything else to add at this time? 

Dr. Hencu. Not at the moment. 

Senator Keravver. All right. 

Dr. Gibson, your statement has been filed. Will you just tell us 
about, it? 

Dr. Girson. Thank you, Mr. Chairman and members of the com- 
mittee. I don’t intend to repeat my statement because I realize that 
the time is growing very late. I will only say who I am. 

My name is Augustus Gibson. My home is Mendham, N.J. I share 
two honors with Dr. Lasagna. I received my undergraduate and my 
M.D. degree from Columbia University. Unfortunately I was born 
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about 15 years earlier than he was. For the past 20 years I have been 
a member of the faculty of our alma mater. Following my internship. 

Senator Keravver. At Johns Hopkins 4 

Dr. Gisson. No, Columbia P. & S. 

Following my internship at the Presbyterian Hospital in New York 
and some resident training, I was in the practice of internal medicine. 
I have been an employee of Merck & Co. since October 1941 and direc- 
tor of medical research since 1953. 

I have had the responsibility for directing clinical evaluation of 
Merck’s adrenal cortical steroids as carried out by medical experts 
throughout the country. 

I might mention as with Dr. Lasagna that it is my job to evaluate 
drugs and to try to discriminate between the reports we receive on 
them. I may have made some mistakes in this respect. If so, they 
cost the company a lot of money but I still have a job. 

Mr. Connor. I might say, sir, that in our company our medical 
director has the final say on advertising. To my knowledge Dr. 
Gibson has never been overruled in his medical opinion either by 
management or by commercial or advertising people. 

Senator Kerauver. Does he write these ads himself or does some 
public relations firm ? 

Mr. Connor. No public relations man. He will describe the process. 
It is very important. 

Senator Kerauver. Then let him testify, Mr. Connor. He is getting 
along all right. 

Dr. Grsson. Before I get. into that, I would like to just tell you a 
little bit about why he are doing some of the things we do. We have 
talked a great deal about the use of the steroids in arthritis and that 
is tremendously important. They also however are used in a wide 
variety of other conditions, in allergies, skin diseases, eye diseases, 
incancer. They are used now in tablets taken by mouth, they are used 
in combinations with other drugs. They are applied topically to the 
skin in skin diseases. They are applied topically to the eye. They are 
applied directly into the joints. The reason I mention this is that it 
indicates a great deal is now known and has to be known about the 
use of them. 

You have heard a good deal about side effects. Dr. Lasagna’ men- 
tioned than the physician can no longer be a shield against. the side 
effects. Well, I don’t know whether this is true or not. I hope it is 
not entirely so, but in any event, we have been doing over the years 
the best we know how to make the physician a more effective shield, 
by giving him the information that he needs to be a shield. 

Now before getting into the specific promotional things, I would 
like to tell you a little bit about what we have done in this respect. 

When cortisone first came out we felt we had greater responsibility 
than merely placing it in the hands of the physician and saying, “This 
is what it is good for; it is great stuff; go ahead and use it.” We felt 
we had also a responsibility to tell them how to use it, what to look for, 
what kind of side effects there were. And with all due modesty, 
I think we have done a pretty good job. There is a great deal of 
cortisone, hydrocortisone, prednisone, prednisolone, and all of the 
other steroids that are used in this country every year, and while I will 
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not deny that there are side effects, they are certainly not the astro- 
nomical number we would have if the physicians had not become quite 
well informed. 

In order to inform them, we do several things: 

In the first place, we make a complete review of all articles pub- 
lished on this su._ject. For the first several years after the introduc- 
tion of cortisone, we sent abstracts of all articles on it to any interested 
physician. We discontinued that because there are now more than 
20,000 articles in our own library on the adrenal steroids. 

Tlowever, the information contained in these, as I say, is available 
to the physician. We get questions every day by mail, by phone 
by telegram sometimes, asking us questions about the steroids and 
how to use them, and we answer those not from the point of view, 
“Use ours and this will take care of everything,” but of what it says 
in the pertinent literature. We have an IBM system for searching 
for references and we give the physician every bit of information 
we know how. 

We sponsored the publication and defrayed the costs of the publi- 
cation of an exhaustive book on the adrenal cortical hormones, with 
chapters by, I think, the leading authorities in the country on it. 
We publish the Seminar Report, which contains articles by authorities 
in all fields of medicine. This is not solely on adrenal steroids. It 
is on all subjects, but we do have articles in there on che adrenal 
steroids. 

We have one just recently by Dr. Jailer in New York, for instance, 
who is a member with Dr. Lasagna of the editorial board of The Medi- 
cal Letter which he mentioned which describes all of the newer 
steroids, not only ours but all from beginning to end. And if later on 
you want to brush up on what the steroids are and what they do, I will 
be glad to give you a few copies of this. I hope we will have an 
article by Dr. Lasagna on a subject of interest to him later on. 

Mr. Connor. Dr. Gibson, would you like to submit that for the 
record ? 

Dr. Grrson. Yes, I would be glad to. This is the issue with the 
material on the adrenal steroids. This is the adrenal gland here. 
These other two issues that we have here for the record also have 
articles on rehabilitation and arthritis. These are not from the point 
of view of using a hormone and that is all you have to do. 

Senator Kreravuver. We will accept them as part of the record and 
study them, although they don’t seem to be documents that we can 
reproduce in the record. 

Dr. Greson. I think you may find them of interest. 

(The documents referred to were received as part of the record, 
and will be found in the files of the subcommittee. ) 

Dr. Gisson. We also publish the Merck Manual, the most widely 
used medical text in the world. I have a copy of this here. Over 
300,000 copies of this edition have been sold, not all to physicians, there 
aren’t that many physicians. 

Senator Kerauver. How much does it sell for? 

Dr. Greson. I am afraid I don’t exactly—approximately at cost. 
T don’t know what that happens to be. 

Mr. Connor. We will supply that for the record, sir. 
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(The company subsequently reported that the regular edition of 
the Merck Manual sells for $6.75, a deluxe edition for $9, and a 
student’s edition at $5.25 that is sold to medical students, nurses, 
interns, and resident physicians. ) 

Senator Kerauver. The Merck Manual will be placed in the com- 
mittee files. 

(The document referred to was received as part of the record, and 
will be found in the files of the subcommittee. ) 

Dr. Gisson. Now, I think that is part of what we have done to 
make information available. 

Now when it comes to the specific product, the first thing that has to 
be done, of course, is to gather together the information on it, and 
= that into a descriptive booklet which we submit to the Food and 

rug Administration. 

Now, we also submit that to physicians, as Dr. Lasagna said, we 
sent him a copy. He was not correct, however, in saying that he did 
not think this went to all physicians. It most certainly does go to all 
physicians who have not yet reached retirement age, that is, all under 
the age of 65. 

Now, as far as the production of advertising is concerned, I would 
like to tell you about some of the procedures that we go through in 
this. When we start out with a new product, we hold what is called a 
copy platform meeting. This is attended by members of our adver- 
tising department, by doctors in our medical service department. On 
major products I usually attend it myself. And at this meeting all of 
the characteristics of a new product are discussed fully, and we decide 
what is justifiable to say concerning it. Later advertising is designed 
to conform to the things decided at that copy platform meeting. 

Now, the basis of the copy platform is the material which has been 
submitted to the Food and Drug Administration and other material 
in our files. For instance, in our files on Decadron, we have reports 
from approximately 400 clinicians Now I know that Dr. Lasagna 
would feel that these were of variable caliber. Some of these reports 
are not as controlled or as complete as others, and that is quite correct. 
But we have to go over these and try to evaluate them from the point 
of view of the quality of the work as evidenced by the report and what 
we know about the physician who made the report. 

We also have something like 47 articles on Decadron to which we 
can now refer. We did not, of course, have that many when it was 
introduced, because the lag between writing an article and getting 
it published is often a year, although in many instances we did have 
the manuscripts considerably in advance of the publication. 

Now, five articles were quoted concerning cortisone and these are 
all by eminent people. I know all of them. There are at least 42 
other articles that could be referred to. Some of them may say 
somewhat the same things, and some would say quite other things. 

Now, as in any decision, we have to try to rely on a preponderance 
of the evidence, and other weight which we can give it in view of 
the reliability of the person who submits it. 

Mr. Dixon. Can you give us those 47 citations, Doctor, or furnish 
them to us later? 

Dr. Gisson. Yes. I think I have them in my briefcase here. 












































ADMINISTERED PRICES 8181 





Mr. Connor. Would you like them put in the record, Mr. Dixon ? 

Senator Kerauver. We would like to see them first. 

Mr. Connor. Would you like them now ? 

Mr. Dixon. You can give them to us after your testimony. 

Dr. Gisson. These are abstracts of these references. 

Senator Krerauver. May we have them up here ¢ 

Allright, sir, proceed. 

Dr. Gisson. Now, following these discussions, the advertising is 
written. It is reviewed by a member of my department, and if he 
objects to the statements in it, they are changed. Now there may be 
some discussion, but in the final analysis, what we say in the medical 














| rer is upheld. 
| ow, I don’t personally see every ad that comes out unless there 
is some reason to have it brought to my attention. 
5 Senator Kerauver. Who writes the ads? ; 
1 Dr. Gisson. Ads are not written in my department. They are writ- 
1 ten by someone in advertising or for advertising. 
. Senator Kerauver. You do not personaly see them all ? 
Dr. Gisson. I do not personally see them all, but a physician in my 
d department does see them all, and he acts with authority to disapprove 
2 if he feels that they are not medically sound. 
2 Now, as I say ; } ; 
“4 Senator Krravver. You claim for Decadron that in no case is there 
_ any headache, drowsiness, no psychic effect or hypertension ? 
of Dr. Gisson. At the time that was written I do not believe there 
le were any cases of headache. I am still not sure whether there have 
d been any of drowsiness, although I suppose it is conceivable. Hyper- 
' tension I personally reviewed, and I had tabulated the results on the 
= blood pressure in something like a thousand patients. I think in one 
- case the blood pressure went up moderately. 
+3 Senator Kerauver. None of the claims made there are in the last 
as ad oe put out. ‘ 
tg Mr. ONNOR. Does the record show the date of that ad, sir 
mt Senator Kerauver. The dates aren’t given that I can find. This is 
ve presumably the latest one. 
alk (The date referred to may be found on p. 8881.) 
Mr. Connor. I don’t know that that presumption is correct. Could 
‘is we check and find out, whether in fact this is the latest ad, because as 
bw Dr. Hench indicated, the date is oe obs 
ng Senator Keravver. It may be the next to the latest. There is one 
a otherin Spanish. But anyway, you say here “no headaches, no drows- 
iness, no muscle weakness, no psychic manifestations, on hypertensions, 
‘i no anorexia.” You also say that “salt and water retention and potas- 
49, sium loss do not occur at dosage level ordinarily used to suppress 
say rheumatoid arthritis,” and so forth, Yet you just said here now, 
Doctor, that you have seen cases of that. So how do you justify this 
pt advertisement? This doesn’t say less, this says “no.” : 
of Dr. Gisson. As I say, I don’t know the exact date of this ad, so I 
can’t tell you whether. 
= Senator Kerauver. Let’s take your very latest ad, or the next to your 


latest, or at least the one listed as No. 70. 
Dr. Gisson. Which is this, please ? 


35621—60—pt. 14-23 
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Mr. Connor. Sir, we are sure that it is the latest. We will get 
the date and supply it for the record. 

Senator Keravver. Up at the top it says, “Patient need is the main 
consideration, no steroid side effects, no fluid retention.” 

Mr. Connor. What number is this? 

Mr. Dixon. No. 70. 

Senator Kerauver. This doesn’t say “in many cases.” It just says 
“no,” meaning none. 

Mr. Connor. What page on 70, please? 

Senator Kerauver. This is the back page. 

Mr. Connor. This particular ad is used by our international divi- 
sion, and we don’t have a representative of the international division 
here, so we will have to get the date of that later and supply it for 
the record. 

(The date may be found on page —.) 

Senator Keravver. It is printed in English, but it may be used 
by your international division. 

Mr. Connor. Our international division is called Merck Sharp & 
Dohme International Division. The ad you first referred to was an 
Australian ad. This one I can’t identify immediately, but I will be 
glad to furnish it for the record, as well as the date. 

Senator Keravuver. This says, “Division of Merck & Co., Inc., 110 
Church Street.” 

Mr. Connor. Yes; that is our international division, sir. 

Senator Keravver. All through these ads, Mr. Connor, we find— 
you mean you make different claims abroad ? 

Mr. Connor. No, sir, I do not mean that, but it is just that Dr. 


Gibson is responsible for it. We just don’t happen to have an inter- 
national division representative here who can supply us with the 
date. 

Senator Krrauver— 


No fluid retention, diabetic action virtually eliminated, virtual freedom from 
gastrointestinal symptoms, no weight loss, no headaches, drowsiness, nausea, no 
psychic manifestations, no hypertension, no significant nitrogen imbalance in 
the therapeutic dosage. 

You say in all your advertisements that is true, and yet Dr. Gibson 
just said that that isn’t correct. 

Dr. Gieson. In the first place, I don’t believe we do say this in 
all of our advertisements. 

Senator Keravver. I have looked at a number of them here. 

Dr. Gisson. All of those quoted it so happens are from abroad. 
But as Mr. Connor said, we don’t condone false statements either 
abroad or domestically. 

Senator Keravver. For instance, here is one that says: 


No intensification of depression or other undesirable side effects were noted. 


That would include everything. That is right on the front page. 

Dr. Gisson. The general effect of Decadron on the psychic state is 
that many people feel considerably —— 

Mr. Dixon. Doctor, before you go on 

Mr. Connor. Dr. Dixon, Dr. Gibson hadn’t finished his statement. 
I thing it is important that he does. 
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Dr. Gisson. In talking about psychic effects, its general effect on 
a person’s psyche, that 1s how he feels, is a feeling of well-being. 
Depression may occur with steroids, but it has been conspicuously 
absent with Decadron. 


Senator Kerauver. “No side effects were reported.” 

Mr. Dixon. Doctor, you sent to us these excerpts from clinical 
studies you have had. I assume that you made use of them. I have 
the first one in my hand. I haven’t looked at the other 41—but this 
one is by M. S. Segal: “Current Status of Therapy in Bronchial 
Asthma.” This isa general article relating to measures for the treat- 
ment of asthma, and it sets out in the article a statement which I 
assume refers to Decadron : 


In general it has been our custom to consistently employ low initial thera- 
peutic and maintenance dosages and to withdraw the drugs with smaller reduc- 
tions over a longer period of time than are reported by other investigators, 
This is possible when intensive supplemental psychologically directed therapy 
is carried out simultaneously. We have observed considerable variations in 
individual responses to steroids on occasion. <A patient not responsive to predni- 
solone has shown dramatic improvement with cortisone or hydrocortisone. 
Similar observations may be noted with the newer prednisolone analogies, 
triamcinolone and dexamethasone. The physician should be prepared to change 
preparations from time to time. The advantages of less profound alteration 
in potassium depletion and sodium retention in the face of adequate anti- 
inflammatory properties and the ability to select the agent best suited for the 
individual patient’s appetite needs have given these newer corticoid analogies. 


Now on Decadron: 


At the present time we have under observation 52 patients with intractable 
bronchial asthma being treated with dexamethasone— 


your product Decadron. 


This is an unusually interesting new steroid agent. More than one-half the 
patients have noted tremendous increase in appetite and consistent weight gain. 
The weight gain has been influenced but little with supplemental chlorothiazide. 
However, there appears to be a greater incidence of bleeding from the gastro- 
intestinal tract thus far in our observations. Two patients developed bleeding. 
One had no history of peptic ulcers, whereas the other gave a history of 


duodenal ulcer. Dexamethasone appears better suited for the debilitated pa- 
tient where weight gain is poor— 


and so forth. 
In that ad over there it said 
Senator Keravuver. It said that there was on drowsiness, none of 


these side effects, that none were reported. Here we have one ad, 
No. 69, which says, 





No worrisome side effects attributable to Decadron occurs as yet. 


Dr. Gieson. In one of these ads you quoted you mentioned no 
anorexia. That is the opposite of an increased appetite and weight 
gain. That is a decreasing appetite and weight loss. 

Mr. Dixon. I am referring to bleeding here. 

Dr. Gipson. I don’t remember anything about bleeding in that ad. 

Mr. Drxon. It says none had been reported as yet. 

Dr. Ginson. Did it say no bleeding had been reported ? 

Senator Keravver (reading) : 


No worrisome side effects attributable to Decadron have occurred as yet. 
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That isinonead. Then in another ad—— 

Mr. Connor. Mr. Chairman, those are abstracts of medical articles 
written by independent authors over whom we have no control. They 
obviously have some chronology, and we do not have them in chrono- 
logical order. 

r. Dixon, what is the date of that particular one? 

Mr. Dixon. The date of this is March 7, 1959. 

Mr. Connor. And then the ad may be before or after that, depend- 
ing upon the particular ad you looked at. As Dr. Hench indicates, 
these things do change as the data accumulates. 

Mr. Peck. Dr. Gibson, do these ads presume a certain basic general 
medical knowledge on the part of the physician who is supposed to 
be reading them ? 

Dr. Gisson. They most certainly do. After all, they are addressed 
to licensed physicians who pass the necessary examinations. 

Mr. Peck. Is it possible, if not probable, sir, that the words used 
in these ads would mean something different to a practicing physician 
than they would to others who are not physicians ? 

Dr. Grsson. Well, they certainly mean something different to a 
physician than they do to others. Now, as far as—— 

enator Krrauver. On that point, you don’t mean that you don’t 
want the physician to believe what you say here, do you? 

Dr. Gizson. No, I do not say that. 

Senator Krerauver. You send this to the physician for the purpose 
of convincing him that your product is best, don’t you, and it has 
been effective in doing that ? 

Dr. Gisson. What is that, sir? 

Senator Keravver. I say, you send these to the physicians in order 
to convince them that your product is best, and you expect the phy- 
sicians to believe what you say here, don’t you ? 

Dr. Gigson. Yes. ell, frankly, I think it is a good product. 

Senator Krrauver. But you have admitted yourself that your ad- 
vertisement is misleading. 

Dr. Gisson. I don’t know that I said it was misleading, but you 
have said so. 

Senator Krrauver. You have here given us instances of headaches, 
of drowsiness, of other difficulties. Yet you say in your ads that there 
are none. 

Dr. Greson. I don’t think I have given you any instances of drowsi- 
ness. I amnotsure there is one. 

Senator Kreravuver. Of headaches and hypertension. 

Dr. Grsson. Headaches, I am not at all sure there are any records of 
headaches. 

Senator Krravuver. You mentioned hypertension just now. 

Dr. Grsson. Hypertension—as I say, we had the results of Decadron 
on the blood pressure analyzed statistically, and there was no sta- 
tistical change in the blood pressure. As a matter of fact, it tended 
to fall slightly but was not statistically significant. 

Mr. Connor. In other words, that data substantiates the claim 
made in that ad, is that right ? 

Dr. Girson. ‘That is correct. 

Senator Kerauver. One of your ads says: 
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No worrisome side effects at all. 
Here are the exact words: 


No worrisome side effects attributable to Decadron have occurred as yet. 

Is that statement true ? 

Dr. Gisson. As of today I would say it is not true. 

Mr. Connor. What is the date of that ad, sir? 

Senator Krrauver. You don’t give the dates. 

Mr. Connor. We will be glad to supply it. What number is that? 

Senator Kerauver. That is No. 64. 

Mr. Connor. Thank you very much. 

(The date may be found on p. 8881.) 

Mr. Dixon. What was the date, Dr. Gibson, of your “Informational 
Summary on Decadron, No. 1?” Is that the first statement you put 
out on Decadron ? 

Dr. Gisson. I am not sure what it is you are referring to. 

Mr. Connor. Would you read the heading, please? 

Mr. Dixon (reading) : 

Informational Summary on Decadron (Dexamethazone), No. 1, Medical De- 
partment, Merck, Sharp & Dohme International. 

Mr. Connor. What is the date of that, sir? 

Mr. Drxon. I don’t see a date. 

Mr. Connor. What number does it have ? 

Mr. Drxon. It is No. 1. 

Dr. Grsson. That, incidentally, I do not believe is an ad. I don’t 
believe it is rightly in this. 

Mr. Dixon. That is my point. If it is No. 1, that would indicate 
it went out pretty early, wouldn’t it? 

Dr. Gisson. I don’t know when it went out if it doesn’t have a date. 

Mr. Dixon. No. 1 means early to me. On page 9 of that informa- 
tional summary with respect to Decadron, wade point No. 2, it points 
out to whomever received it that— 


side effects that have been associated with other corticosteroids and may 
possibly be associated with Decadron include relative adrenocortical insuf- 
ficiency ; protein catabolism; osteoporosis; peptic ulcer; aggregation of infec- 
tion; cushingoid signs; petechiae and purpura; amenorrhea; insomnia, and 
psychic disturbances. 

All those side effects are set out in your statement No. 1, and yet 
they are not set out in these ads. 

Mr. Connor. Mr. Dixon, could you let Dr. Gibson see that? We 
can’t seem to find it here. Our No. 1 is written in Spanish. 

Senator Kerauver. Maybe Dr. Gibson can read the Spanish. 

Dr. Gisson. This has no date, and I don’t know what the date is. 
This was sent out when we were still investigating Decadron, and 
these things are listed as things that have happened with other steroids 
which one should look for when investigating any new steroid. 

Mr. Connor. To whom was that sent, Dr. Gibson ? 

Dr. Gisson. This was sent to clinical investigators abroad. 

Mr. Connor. A limited group of specialists ? 

Dr. Gigson. Yes. 

Mr. Connor. How many ? 

Dr. Ginson. I don’t know offhand, perhaps 50. 

Mr. Connor. But this did not go out generally to the medical 
profession. 
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Senator Keravver. No, it didn’t go out generally to the medical 
profession, I don’t suppose. But in any event, you set forth in this 
statement that these side effects may occur. 

Mr. Connor. Do I understand you, Dr. Gibson, that this was sent 
out to these specialists before the drug had accumulated sufficient data 
so that it was released to the medical profession ? 

Dr. Grsson. Yes, I believe that isso. This was sent out as a guide 
to — who are studying it in order to tell them in what respects 
they should study it and what to look out for obviously, since these 
things had been seen in the past with steroids, and we didn’t want to 
take any chances that they would be overlooked in the case of Decadron 
if they did occur. 

Mr. Connor. Would you say that this was a usual precaution that 
we take in the early stages of an investigation of a potent drug? 

Dr. Ginson. I would say it is an invariable precaution. 

Mr. Drxon. Doctor, I picked at random the summaries which you 
sent up here of March 7, 1959, and one of these summaries contained 
under observation of 52 patients, among other things, that bleeding 
had been observed in a patient who had no history of ulcer. 

The question is, what is the date of that? Maybe you found that 
out after you put outthead? You had that before you put out the ad. 
You had this afterwards. Did you put the ads out in the middle 
period? Is that what we are to understand ? 

Dr. Grsson. When —_ say we had that before, we knew that this 
had been reported with other steroids. Let me tell you a little about 


peptic ulcer and rheumatoid arthritis. In the first place probably 


10 percent of the population at large have a peptic ulcer at one time or 
another. Probably that is a conservative estimate. 

It is believed that patients with rheumatoid arthritis have a higher 
incidence of peptic ulcer than the population in general. The reason 
for this is not known. It is known that such things as aspirin, which 
are very often given to people with arthritis and are often given in 
conjunction with the steroids, may irritate the stomach, and it is as- 
sumed that they may aggrevate the peptic ulcer. It is believed that 
the adrenal steroids may aggravate peptic ulcers. 

On the other hand, there are some very competent people, for in- 
stance Dr. Walter L. Palmer of Chicago, an eminent gastroenterologist, 
who believes that has never been demonstrated and doesn’t think it is 
true. He uses the steroids very extensively in the treatment of ulcer 
colitis, which is not peptic ulcer but is an ulcerative condition of the 
gastrointestinal tract. 

I believe I will agree with Dr. Lasagna’s statement that there has 
never been an adequate study of peptic ulcer with or without steroids 
in rheumatoid arthritis, or for that matter, in any other large segment 
of the population. I furthermore doubt there ever will be such a study, 
because to do this properly you would have to take X-rays of the 
gastrointestinal tract at perhaps biweekly intervals, and to do that 
would introduce a radiation banal that nowadays would not be 
tolerated. 

So I don’t want to confuse you, but I just want to tell you some of 
of the imponderables that are associated with this peptic ulcer. 

Senator Keravvenr. It is getting late. 
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Mr. Drxon. Let me ask just one question, Mr. Chairman. I want 
to see whether he agrees or disagrees with Dr. Cecil. 

Senator Kreravver. Let’s see about these advertisements. 

Mr. Drxon. This is right on that point, sir. 

Senator Kerauver. Aren’t you working on a new corticosteroid 
now? Some gentleman who was in here the other day said he had a 
new one. 

Mr. Connor. He had it from Schering. We were delighted to get 
that information. We hadn’t heard about it before. It is out on 
clinical evaluation, apparently. 

Senator Keravuver. Aren’t you working on one yourself? 

Mr. Connor. We are working on many. 

Dr. Gisson. Weare working on at least one. 

Senator Keravuver. In several of your advertisements here you say 
this— 
marks the end of the transitional promotional product development era and 
the arrival of mature corticosteroid therapy. 

That would lead a doctor to think that this is the end of the line, 
that this is the best he could ever get. 

Dr. Gisson. Frankly, I don’t think that would lead a doctor to 
think anything particularly. I don’t believe it is a very meaningful 
statement, and I dont’ believe the doctor would take it very seriously. 

Senator Keravuver. What explanation do you have for claiming no 
undesirable side effects, no drowsiness, no hypertension, no bleeding, 
no this, that, and the other, when, as a matter of fact, your own reports 
here show that there was some? 

Dr. Gisson. The reports which I think were subsequent to that ad, 
regardless of that, the reports show some side effects. They do not 
show others. They do not show all of those you have mentioned. 

Senator Kerauver. What justification do you have for the ads, 
then, when you had these reports, Dr. Gibson? 

Mr. Connor. He said the reports indicated no incidence of the 
effects that you mentioned. But there are other effects that are not 
in that particular group that are in another part of the whole 
literature. 

Senator Krrauver. Drowsiness, headaches, psychic effects, hyper- 
tension, bleeding : they are all listed here, and we haven’t gone through 
all of them yet. Your claims here are “no worrisome ps whatso- 
ever.” Then you go and specify all these particular things effects. 

I just don’t understand that, Dr. Gibson. 

Mr. Dixon. Dr. Gibson, when Dr. Cecil was on the stand—I think 
you were here—you heard Senator Kefauver ask him this question: 

Doctor, do all of the corticosteroids have some side effects—cortisone, hydro- 
cortisone, prednisone, prednisolone, dexamethasone? 


Dr. Crecru. Several of them have had a wide popularity but they all produce 
some side reaction. There is very little—— 


And then Senator Kefauver asked him: 


What about moonface? 
Dr. Cecrt. Moonface spoils your looks, but there are some effects more serious. 
The tendency to ulcer of the stomach is more serious. But one out of four cases 
that get prolonged treatment with steroids develop an ulcer of the stomach, and 
the incidence of brittle bones, bones that lose their lime salts and fracture, you 
may say, at the drop of a hat. 
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Osteoporosis is quite a serious complication. Then some nervous depressions 
that occur with prolonged treatment can be very disturbing. The tendency 
toward lowering one’s resistance to infection is not a very pleasant thing either. 

I think you might say the things we worry about most in our routine work 
with this drug are ulcer of the stomach and osteoporosis. 

Senator Kerauver. According to advertisements for prednisone, prednisolone, 
and dexamethasone, claims are made that they don’t have many side effects or 
adverse side effects, and that they are much better than cortisone. 

Dr. Crecru. Well, the trouble with some of the newer steroids is that they 
haven't had a large enough group of cases yet to give you really average statistics, 
On the ones that came out 5, 6, or 7 years ago, we have had reports that do cover 
large groups of cases so that statistics are fairly reliable. But you take a 
steroid that has just come out in the last year or two, we have a fairly good line 
on it, but we can’t say for sure just what the occurrence of ulcers or fractured 
bones and things like that are going to be until they have had several years more 
to accumulate large and well-controlled groups of cases. 

I think at that time, my guess would be, purely a surmise, but my 
guess would be that you will have pretty much the same unfortunate 
side effects with all of them. 

Do you take issue with what Dr. Cecil said there, which specifically 
included dexamethasone ? 

Dr. Ginson. I can’t give a blanket answer. Dr. Cecil said quite a 
few things. Some I would agree with and some I would not. If you 
like, I will take them up one by one. That may keep us here a while, 
but I would be glad to do it. 

Mr. Dixon. I think you might take them up. That is what you say 
in these ads, that there are no side effects. He ends up by saying he 
thinks the same thing is going to happen, that there hasn’t been enough 
time to judge. Now, let me help you take them up. 

Dr. Gisson. I can do it without help, if you wish. 

Senator Kreravver. All right; you go ahead and do it in your own 


way. 

Dr. Ginson. Well, of course, to start with I don’t think we will argue 
about moonface. That may occur with all of the steroids and, as Dr. 
Cecil says, it may spoil your looks but it actually makes some people 
look better. 

Mr. Dixon. Is that a side effect ? 

Dr. Gisson. Well, to get back to Dr. Hench’s discussion, which I 
won't go through, it all depends on the case. The average patient 
with rheumatoid arthritis tends to be malnourished. When those 
people get a moonface I think it is a desirable effect. 

Mr. Dixon. How about ulcers? 

Dr. Greson. Ulcer of the stomach I just discussed at considerable 
length. I will go over it again, if you like, but I don’t think it is 
necessary. The figure one out of four cases; I am not sure where 
Dr. Cecil got that statistic. I think it was out of the first four cases 
somebody treated and they got one ulcer. That is one out of 

our. 

Senator Kerauver. There are some patients who get ulcers from 
your product. 

Dr. Ginson. There are some patients who get ulcers while taking 
steroids for rheumatoid arthritis. There are some patients with rheu- 
matoid arthritis that have ulcers. There are some patients with 
rheumatoid arthritis who develop ulcers when they are ‘ding steroids, 
when taking aspirin or nothing. 

Senator Kreravuver. That is a worrisome side effect. 








pases 
it, of 


from 


king 
rheu- 
with 
“olds, 











ADMINISTERED PRICES 8189 






Dr. Gisson. If it is a side effect it is worrisome. 
Senator Keravuver. I am looking at your ad here, which says: 


No worrisome side effects attributable to Decadron have occurred as yet. 


Iam just looking at your ad. Let’s go on. 

Mr. Drxon. That was ulcer. Now, we have brittle bones, or what 
he calls osteoparosis. 

Dr. Gisson. Yes; that is the same thing. That is also a long story, 
but I will make it as short as I can. Osteoparosis, or loss of cal- 
cium from the bones, is a condition which occurs in rheumatoid arthri- 
tis whether treated with or without any steroid. As a matter of fact, 
it occurs in many other conditions. It would occur, for instance, if 
you were to be put to bed for a week; you would lose more cal- 
cium than you took in and you would develop some degree of 
osteoparosis. 

Now, as I say, this is particularly apt to occur in people with rheu- 
matoid arthritis, partly due to the cripping of the disease, and per- 
haps partly due to the disease itself. It has been seen with steroids. 
How much of it is due to the steroids is a little difficult to say, but 
I wouldn’t deny that it may be due to steroid. 

That is a condition which develops slowly; it takes probably a 
year to be noticeable by X-ray, and I think at the time of this ad- 
vertising it probably had not—well, I know perfectly well it had 
not yet been observed with dexamethasone. 

Mr. Dixon. How about nervous depression ? 

Dr. Gipson. Depressions have been seen with steroid treatment. 
With dexamethasone, if they have been seen, they have certainly been 
extremely rare, and the reverse has been the general rule. That is, 
rather than depression, an improvement in mood. 

Senator Keravuver. I have here an article entitled “Clinical Experi- 
ence With Dexamethasone,” by Dr. Walton, which was printed in the 
Canadian Medical Association journal. I will make it exhibit 56. 

(Exhibit No. 56 may be found on p. 8684.) 

Senator Keravver. Dr. Walton found that, in 50 out of 52 patients 
personally observed by him, 11 cases had bleeding as a result of dexa- 
methasone; moonface, 11 cases; 2, flushed face; 2, headaches; 2, tense- 
ness; 2, sore mouth; 2, abnormal tension; 2 to 6 cases of edema. 
His results were that side effects developed to some degree in two- 
thirds of our cases. This happened with dexamethasone. 

Literature like this certainly must come to your attention, doesn’t it ? 

Dr. Grsson. Yes; all of the literature on dexamethasone comes to 
my attention. 

Senator Keravver. This is certainly a far cry from “no adverse 
side effects developed,” isn’t it? 

Dr. Girson. I don’t think we have ever said no adverse side effects 
have developed. 

Senator Keravver. You said that in your ad here, sir. 

Dr. Greson. I don’t think that is exactly what was said. 

Senator Krrauver. “Have occurred,” you said. 

Mr. Connor. What are the exact words again ? 

Senator Keravuver. “No worrisome side effects have occurred as 
yet,” I think. 
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Dr. Grsson. I think, also, if you will read farther in that ad you 
will find some other words about side effects which indicate that 
certain precautions should be taken. 

Senator Keravuver (reading) : 

No worrisome side effects attributable to Decadron have occurred as yet. 

Mr. Connor. Is there any text that follows that that does talk about 
side effects ? 

Senator Keravuver. This is in big headlines. 

Mr. Connor. What number isthat? 


Senator Kerauver. Sixty-four. Then in No. 58 we have Decadron 
on the front page and: 
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No intensification of depression or other undesirable side effects were noted. 

That is even broader. 

Dr. Gisson. Senator, I think, if you will look more fully at that ad, 
you will find it refers to a specific group of patients, and it is correct, 
I think, as far as it applies to that group of patients. 

Senator Kerauver. Anyway, it speaks for itself. We will put 
them all in the record. 

Mr. Connor. We would like the privilege of commenting on the 
record after we have a chance to look at the specific ads which you 
are putting in the record. 

Senator Kerauver. You can give us the dates, if you have them. 

Mr. Connor. And to complete the story on this, ads Nos. 3, 7,8, 12— . 
pamphlets 3, 7, 8, 12, 36, 68, 73, we would like to have included in the 
record to show typical examples of the technical information we pro- 
vide to the physician because’ it is not just advertising material that 
goes to them but the composite of all our literature from which they 
learn about the proper use of these new drugs. 

Senator Kzeravuver. How long are they ? 

Mr. Connor. Well, they are not too long. It shows the more tech- 
nical type of information that we also provide the physician. 

Senator Kerauver. We will make them an exhibit for the record. 

Mr. Connor. Thank you. 

The material referred to may be found in a letter on p. 8879.) 
nator Kmrauver. Mr. Kittrie has some questions. Let’s try to 
bring this to a conclusion. I think all of us have engagements tonight 
and have to go home. 

Mr. Krrrrim. Dr. Gibson, as head of medical research, you certainly 
have quite a serious responsibility that rests on you. Now, both the 
accuracy of your advertising and the protection of the public depend 
to a large degree on the clinical tests that you direct and coordinate. 

Dr. Gipson. That’s correct. 
~ Mr. Kirrrm. I wonder if we may have some information about 
these clinical tests. Apparently what they produce is very important, 
and the question has been raised: Are these clinical tests as good as 
they should be? 

Are they properly managed? I feel that the public is entitled to 
proper protection. Here is a magazine that is before me, I read 
charges that “the main objective of the clinical projects is to get 
reports of new drugs published in the medical literature. They say 
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that the main purpose of your tests is—to get a wide circulation to the 
information about company drugs, rather than to test what the effects 
of these drugs are.” 

Here is another charge: “Too often these clinical projects are set 
up seemingly to prove a point rather than to evaluate a new drug.” 

This seems to imply that quite often you do not subject these new 
drugs to the proper clinical testing. Whether this is your fault or the 
fault of the doctors is not specified here, but I would like to have 
some information about these clinical projects. 

Dr. Gisson. I would be very glad to talk about that. In the first 
place, we carry out our clinical tests in order to get information; 
on many products we ask Dr. Lasagna to test them for us, and he 
furnishes us with data which we find very valuable to us. 

Senator Keravuver. You think he is competent to do that? 

Dr. Gisson. Yes, indeed. I have not asked him to evaluate steroids, 
but we have asked him to evaluate many other products. 

Senator Kreravver. He is competent to evaluate drugs? 

Dr. Grsson. Oh, yes. He is not the only one, however, on whom 
werely. Wedon’t rely on any one person. 

Senator Keravver. I didn’t mean to interrupt. 

Mr. Kirrrim. Will you continue? 

Dr. Gisson. Yes; as I say, our primary objective in having clinical 
tests carried out is to get information. Now, of course, as far as 
the quality of the investigation that is done, we do not have complete 
control of that, by any means. This is done by physicians in the 
universities, medical schools, leading hospitals throughout the coun- 
try. Although we try to pick competent people, they obviously are 
going to vary in their competence. They are going to vary in the 

egree in which they plan their experiments, and so forth. We will 
assist them in setting up statistically valid types of studies if they 
are willing to avail themselves of our statistician, and we often make 
suggestions about types of tests which might be useful in determining 
side effects and things like that. 

But by and large these are perfectly independent people. We in 
no way dictate to them what they do and even less what they say. 

Mr. Kirrriz. Are these doctors paid to conduct studies for you? 

Dr. Gisson. They are not paid. We do supply grants for studies, 
and what these grants are for is to defray the cost of the study. 
When a doctor, for instance, studies a new drug—take Dr. helena . 
in studying he did a lot of X-rays of the stomach, the gastrointestinal 
tract. Those may cost $75 to $100. It would be unfair to ask the 
patient to accept that cost if what we are doing is trying to get 
information for our own benefit. 

So we pay for laboratory tests: we pay for the services of nurses 
where these are needed for observation of the patients. We pay for 
clerical services where these are needed in collecting the reports and 
so forth, but we do not pay the physician for what he does, even 
though it is often very valuable to us. What he gets out of it is the 
scientific pleasure of finding out a new fact in medicine. 

(At this point, Senator Kefauver left the hearing room.) 

Mr. Krrrrie. You do not feel that there are too many instances 
where a doctor’s opinion or report may be colored by the fact that 
there is some compensation coming to him from the company 4 
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Dr. Gisson. As I say, we do not compensate the doctor. Most of 
the studies that are carried out are done with material which we 
furnish free of charge. We do not usually make any grant-in-aid 
at all, but we do on occasion where particularly exhaustive types of 
studies are required, in order to defray the costs of those studies. 
The payment in such cases is made to the medical school or the hospital 
or the responsible institution. It is not a grant for the doctor, not 
money for him to put in his pocket and use to buy his wife a new fur 
coat. 

Mr. Krrrrie. Are most of these research projects conducted by 
hospitals or by private practitioners ? 

Dr. Gipson. They are conducted in hospitals, usually by physicians 
on the teaching staffs of medical universities. Most private practi- 
tioners are not in a position to carry out very much clinical research, 
chiefly because you don’t have the control of the private patient that 
they have on wards for instance, of Johns Hopkins Hospital where 
they can keep the patient in longer or shorter depending on how long 
they want to study, and so forth. With private patients they may 
feel, “I’ve got to get back to the office,” nl they skip out and that is 
the end of that. 

Mr. Krrrriz. So you feel the public is as well protected as it pos- 
sibly could be right now? Or would you like to see any improvements 
in these methods of clinical research ? 

Dr. Gisson. I would like to see more physicians who are highly 
trained in clinical research and in the various specialties. This is 
particularly true in some of them. For instance, in studying a disease 
such as hypertension I think there are a fair number of physicians 
quite capable of studying it accurately. In mental disease, which we 
are not talking about today, I don’t think that is the case. 

(At this point, Senator Kefauver entered the hearing room.) 

Senator Harr. Are there any further questions? 

Mr. Cuumerts. No further questions. 

Mr. Peck. No questions, thank you. 

Senator Krrauver. Have you finished, Doctor ? 

Dr. Ginson. Well, I would just as soon finish. 

Senator Krrauver. Unless you have some other particular points 
you want to make, thank you very much. 

Dr. Grsson. Thank you, sir. 

Senator Krrauver. We want to put the foreign agreements into 
the record. Does Miss Till have any further statement to make about 
them? They will be made a part of the record. 

(The documents referred to, included as exhibit No. 45, may be 
found beginning on p. 8465.) 

Mr. Dixon. Mr. Chairman, before you go on. I think because the 
subjects came up that we should put this in the record also. 

ection 174 of the Internal Revenue Code and the income tax reg- 
ulations thereunder provides that research as a tax matter may be 
treated as an item of cost in two ways. It can either be assigned en- 
tirely the total cost for 1 year or it may be amortized over the 5-year 
period. The general definition of research and experimental expendi- 
tures is in subsection 174-2A. 

Senator Krravuver. Let that section be printed in the record. 

(The section referred to follows :) 
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INTERNAL REVENUE BULLETIN 
OCTOBER 21, 1957—NO. 1957-42 


Secrion 174. RESEARCH AND EXPERIMENTAL EXPENDITURES : 

1.174-2 DEFINITION OF RESEARCH AND EXPERIMENTAL EXPENDITURES—(a) In 
General,—(1) The term “research or experimental expenditures” as used in sec- 
tion 174 means expenditures, incurred in connection with taxpayers trade or 
business which represent research and development costs in the experimental 
or laboratory sense. The term includes generally all such costs incident to 
the development of an experimental or pilot model, plant process, a product, 
a formula, an invention, or similar property, and the improvement of already 
existing property of the type mentioned. The term does not include expenditures 
such as those for the ordinary testing or inspection of materials or products 
for quality control or those for efficiency surveys, management studies, consumer 
surveys, advertising, or promotions. However, the term includes the costs of 
obtaining a patent, such as attorney’s fees, expended in making and perfecting 
a patent application. On the other hand, the term does not include the cost of 
acquiring anothers patent, model, production or process, nor does it include 
expenditures paid of incurred for research in connection with literary, historical, 
or similar projects. 

(2) The provisions of this section apply not only to costs paid nor incurred 
by the taxpayer for research or experimentation undertaken directly by him but 
also to expenditures paid or incurred for research of experimentation carried 
on in his behalf by another person or organization (such as a research institute, 
foundation, engineering company, or similar contractor). However, any ex- 
penditures for research or experimentation carried on in the taxpayers behalf 
by another person not expenditures to which section 174 relates, to the extent 
that they represent expenditures for the acquisition or improvement of land 
or depreciable property used in connection with the reserch or experimenta- 
tion, to which the taxpayer acquires rights of ownership. 


Senator Keravver. Is there anything else ? 

Mr. Connor. I had a couple of unfinished items that you or Mr. 
Dixon or Dr. Blair asked me to supply. 

May I put them in the record now ? 

In the first place, Mr. Dixon wanted me to check on the introduc- 
tions of the sale of bulk prednisone in the United States market. 

We have checked that, and our information is that bulk prednisolone 
was sold by Pfizer early in July 1957. 

After we found out about that in the trade, it was discussed in- 
ternally, and the officials of our chemical division, who are Pfizer’s 
competitors in the medicinal chemical business for the trade of 
pharmaceutical manufacturers recommended that we meet this com- 
petition and offer bulk prednisolone. 

But in addition, they recommended that we offer bulk prednisone 
for sale, since we were stronger in that than we were in prednisolone. 

So in the middle of July we made the decision to market that. 

Senator Kerauver. That is July 1957. 

Mr. Connor. Yes, sir. 

Senator Keravuver. Following Pfizer? 

Mr. Connor. Yes, and then our information is that it was late in 
7 uly that Syntex made its first sales of bulk prednisone in the United 
States. 

Senator Krrauver. I had understood that the reason Pfizer started 
selling in violation of the agreement that they had signed and that 
you had signed was 

Mr. Connor. I don’t remember that you have testimony. 


Senator Knrrauver (continuing). Was that Syntex got into the 
market. 
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Mr. Connor. I don’t know that we have any testimony on what 
provisions of the Pfizer agreements were. 

We were just talking about ours and Mr. Dixon asked for this 
information. 

Senator Keravuver. That’sright. Thank you. 

Mr. Connor. And the next material has to do with exhibit No. 39 
which was shown to us. It is entitled “Merck’s Prices to Druggists 
in Certain Foreign Countries,” and we have a page and a half of 
comments on those prices after checking the information which I 
would like to supply as requested. 

Senator Keravver. All right, sir. 

(The document referred to follows :) 


ADDITIONAL STATEMENT OF JOHN T. CONNOR ON EXHIBIT NUMBER 39 DEALING 
WirH MERcK’s Prices TO DRUGGISTS IN FOREIGN COUNTRIES 


This exhibit number 39 shows that in 5 of the 11 countries listed Merck’s prices 
were lower in the foreign country indicated than Merck’s catalog R.D. price in 
the United States. 

It also shows that in six other countries Merck’s price in those countries was 
higher than the price in the United States. 

In yesterday’s session, from pages 561 to 570, I commented on the reasons for 
the lower English price and asked for the opportunity to check the other figures 
(Senate transcript p. 571). 

Today I will add a few comments on the Merck prices lower than the U.S. 
catalog price of $17.90 per hundred of prednisone (deltra). 

The price shown on exhibit number 39 in Holland was $16.09 and Austria 
$17.16. In viewing these minor variations from our U.S. price, it should be re- 
membered that for both countries the bulk chemical, basic to the product, is 
made in Holland; thereafter this bulk chemical is formulated in Holland where 
local wage, material and other plant and operating costs are lower than in the 
United States. 

The same goes for Brazil where it should be observed that Merck manu- 
factures under different cost conditions. 

With reference to Iran, the Merck product is manufactured in Great Britain, 
where as I said yesterday, cost factors are substantially lower than in the 
United States. ° 

Other factors affecting these variations from the U.S. price are summarized 
generally in my comments yesterday. 


Mr. Connor. Mr. Chairman, may our comments on these foreign 
prices be an exhibit also, Mr. Chairman ? 

Senator Keravuver. Yes. 

Mr. Connor. Mr. Chumbris asked that we give some cost compari- 
sons between the years 1954 and 1959, and we have a memorandum 
here, a three-page memorandum, that gives cost comparisons as be- 
tween the years 1949, 1955, and 1959, which we would like to submit 
for the record. 

Senator Keravuver. All right. 

(The document referred to follows :) 


STATEMENT OF JOHN T. CONNOR IN RESPONSE TO REQUEST BY Mr. CHUMBRIS For 
INFORMATION ON Cost COMPARISONS 


COST ELEMENT COMPARISONS (1949, 1955, AND 1959) 


Examination of our company records indicates that costs of doing business 
have increased substantially since 1950, the year of commercial introduction of 
Merck’s first steroid product. These costs increased during a period when prices 
of many of the company’s products were in a declining trend. For example, the 
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catalogue price of Cortone tablets (bottle of 40, 25 milligrams per tablet) in 
mid-1959 was only 20.4 percent of its introductory price. 

The following are some examples of cost changes in this period. 
Equipment 

The average cost of equipment used in chemical plant installations increased 
by 40 percent for the period 1950 to the third quarter, 1959, according to indexes 
published by Marshall & Stevens Co. Specifically, for chemical process equip- 


ment used in steroid manufacturing, many items showed even greater increases 
than this average, as illustrated by the following examples: 





Purchase cost 











inlay telista otis Percent 
Item increase 
1950 3d quarter, 
1959 

Percent 
48-inch stainless steel centrifugal separators_..................- $7, 536 $11, 900 58 
48-inch rubber covered centrifugal separators___...........---- 6, 385 10, 900 71 
Stainless steel-closed plate and frame pressure filter_........--- 1, 620 2, 760 70 
Hastelloy closed plate and frame pressure filter_............--- 7, 200 10, 925 52 
300-gallon glass-lined reaction vessel__..............-.-.-.-.--- 3, 748 6, 190 65 
500-gallon glass-lined reaction vessel. _...................----.- 5, 695 10, 520 85 
1,000-gallon glass-lined reaction vessel. .............-.-.-.-..--- 8, 304 12, 920 56 
1,500-gallon glass-lined reaction vessel. -............-...----.--- 9, 115 15, 030 65 
100-square-foot stainless steel condenser - - - -- si daunhcial tieicbuntetNsbeaiea 1,395 1, 662 19 
Se CE BED QI oiintieire Sntvancccdsccssccerwsensveces 2, 340 3, 326 42 


Labor 


Wage and salary rates paid by the company have increased steadily during the 
1950-59 period. Increases in base rates for production employees, research 
technicians and research Ph. D.’s during this 9144 year period amounted to some 
50 to 60 percent. In the relatively short period from 1955 to mid-1959, increases 


for these three types of company employees have approximated 25 percent. 
The following table illustrates these changes: 





January 1950 |January-July| June 1959 
1955 





Production employees’ base rate (average) .-.........-..---.-- $1. 46 $1.78 $2. 23 
Research technicians’ monthly rate (average) -.........--.---- 265. 00 348. CO 425. 00 
Research Ph. D.’s monthly rate (average for nonsupervisory) - 666. 00 782. 00 984. 00 





The figures in the above table are base pay scales and exclude employee- 
benefit costs. These latter costs have become an increasingly important factor 
in recent years, and in the year 1958 amounted to approximately $12 million, or 
more than 20 percent of base payroll dollars. 


Containers 


Costs of primary and secondary containers by 1958 have increased since 1950 
by 18 percent and 29 percent, respectively. Primary containers refer to bottles, 
collapsible tubes, tins, and closures. Secondary containers include cartons, boxes, 
and shipping packages. The following table summarizes these cost changes: 


Cost index (1950=100) Merck Sharp & 
Dohme division 


Type of container 


1950 1955 1958 


BSE LEASES SEES REE Sas Se Orne 100 99 118 
OCCU COMUUNIING., 35 esr dace this ds cise dent phtddeoes 100 117 129 


a 
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Mr. Conner. Mr. Chumbris also asked for certain information about 
depreciation as it affects capital investments. We have a two-page 
memo which I would also request be made a part of the record. 

Senator Keravver. All right. 

(The document referred to follows :) 


STATEMENT OF JOHN T. CONNOR IN RESPONSE TO REQUEST From Mr. CHUMBRIS 
FOR INFORMATION ON DEPRECIATION 


The inflationary trend in equipment and construction costs over the past 
20 years has resulted in a substantial overstatement of corporate earnings. This 
is due to the inadequate provision for depreciation allowed under the Internal 
Revenue Code, which is based on original cost and ignores replacement value. 

A recent study of Merck gross additions to plant and equipment for the period 
1938-57 illustrates the disparity between original cost and current replacement 
cost in calculating depreciation. It is significant to note that the $64 million 
of depreciation actually charged against income, applicable to the company’s 
total gross additions during this period, falls some $35 million short of recog- 
nized current replacement values. Approximately another $10—-$15 million would 
have to be provided because of inadequate depreciation charged for those addi- 
tions prior to 1938, which have not been included in this $35 million figure. Thus, 
under the present tax laws, the company is forced to use some $50 million of 
reported net earnings to purchase wornout plant and equipment that cannot be 
recovered through depreciation. 

The failure of the Internal Revenue Code to give consideration to the effects 
of price-level changes on business income and capital creates the illusion that 
profits and rates of earnings are much higher today than actually is the case. 
As the price level rises, revenues or profits represent relatively small current 
dollars while expenses and invested capital are stated largely in older and rela- 
tively larger dollars. This situation creates an upward bias in nominal or ap- 
parent rates of return. For example, the rates of net profit return reported by 
Merck & Co., Inc., to its stockholders for the year 1956 were 11.7 percent on sales 
and 14.7 percent on net worth. After adjustment of reported net income to 
provide for adequate depreciation (based on current replacement costs), net 
profit return on sales is reduced to 10.2 percent and return on net worth is reduced 
to 12.7 percent. Since 1940 the average return on net sales would decline from 
9.9 to 8.2 percent, while the average return on investment would be reduced 
from a rate of 13.6 to 11.2 percent. 

In the foreign field, the accelerated writeoffs permitted by the other govern- 
ments ,e.g., Great Britain, Sweden, Netherlands, West Germany, and Switzerland, 
has given our foreign competitors a decided advantage in permitting them to 
modernize facilities without serious impairment of capital. The efficiency of 
this newer equipment provides the foreign competition with a decided edge in 
meeting and underselling U.S. exports. 


Mr. Connor. During these hearings there have been quite a few 
discussions about identical prices and what that means from various 
points of view. We have here a memorandum from Prof. R. 8. Alex- 
ander, of the Graduate School of Business, Columbia University, 
dated November 30, 1959, 7 pages which discusses this from the point 
of view of an economist, and I would like to submit this for the 
record if I may. 

Senator Kerauver. Submit it to us and we will 

Mr. Drxon. The courts are wrestling with that question right now. 

Mr. Connor. There have been many court decisions. But from 
the point of view of an economist as to whether this indicates com- 
petition or not, we would like this memorandum to be made a part 
of the record for whatever consideration you give it. 

Senator Kreravuver. We will file it with our record. We will have 


to look at it first to see whether we will print it or not. 
Mr. Connor. Fine. 
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(The document referred to was subsequently marked “Exhibit 57,” 
and may be found on p. 8687.) 


Mr. Connor. In addition there has been quite a bit of testimony 
on this question whether or not our steroids differ from those of 
some of our competitors. 


We have specific information that I think would be of interest to 
this committee in the form of an eight-page statement which gets 
quite specific and shows the differences between some of our prescrip- 
tion drugs in this steroid field as compared with our competitors. 
I think this would be of considerable interest to you. 


Senator Kerauver. We will let that be filed and made a part of 
the record. 


(The document is as follows:) 


ADDITIONAL STATEMENT BY JOHN T. CONNOR ON DIFFERENCES BETWEEN MERCK 
STEROIDS AND THOSE OF OUR COMPETITORS 


Merck markets 70 steroid products designed to fulfill some specific purpose 
for the physician and his patient. Products which fail to meet a real need 
fail to survive. The information the doctor requires to properly identify and 
use any particular product is conveyed to him under the special trade name 
assigned to each product. 

Thus Hydroderm topical ointment (7510-7511) ‘and Hydrocortone acetate 
topical ointment (7507-7502) are available in concentrations containing 1 per- 
cent and 2.5 percent of the active steroid hydrocortisone. Hydroderm, however, 
contains neomycin sulfate and zinc bacitracin in a yellow-white, lanolin-smelling, 
emollient base for the treatment of skin conditions where infection may play 
arole. The base is designed to keep the active ingredients in close contact with 
the skin. It does not “disappear” quickly. The hydrocortisone is present as 
the free alcohol. Hydrocortone tropical ointment contains no ther active in- 
gredients and is manufactured in a white odorless base. This product is not 
designed to combat skin infections but to penetrate into the skin and act 
quickly on the skin disease present. The ointment once applied “disappears” 
quickly. The hydrocortisone is present as the acetate. Note the forms of 
hydrocortisone used in these two ointments are different; it is this variety 
of forms with slightly different properties which makes possible the design of 
products as precisely tailored to their purpose as we have today. 

Other similar examples exist in our product line, for example, Hydroptic 
and Hydrocortone sterile ophthalmic suspensions 0.5 percent and 2.5 percent. 

Each particular brand name, used to identify one of our hydrocortisone prod- 
ucts, conveys a specific meaning to the doctor in terms of ingredients and pur- 
pose and to the patient in terms of recognition and effects. While other rep- 
utable manufacturers make products for similar purposes, they are neither 
identical to ours in the mind of the doctor or in the mind of the patient who 
has used both. 

Even when we limit ourselves to a relatively straightforward product, for 
example a tablet of hydrocortisone or prednisone or dexamethasone, where the 
basic drug may be the same, differences may still exist. The other substances 
added in its manufacture, the ability of the tablet to disintegrate at the right 
time, the shape and general appearance of the tablet, not to menion the purity 
or proper amount of the active ingredient, all these may be different from 
manufacturer to manufacturer. 

While “appearance” may seem a minor matter, doctors tell me it may be of 
importance in maintaining the confidence of the patient that the drug ordered 
for the patient be uniform in this respect. The doctor does not have to tell the 
patient that the pills he will receive when his prescription is filled may be 
green or white or yellow, round, oval or five sided, depending upon which brand 
the pharmacist uses to fill the prescription. Uniformity of appearance, en- 
abling doctor and patient to have confidence they are always getting the same 
article, may be quite important. 

It should be noted that grave differences from the labeled contents are fre- 
quently reported as a result of inspection by the FDA. These differences may 
go so far as to include actual substitution of an inactive drug for one called 

35621—60—pt. 14-24 
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for, or more commonly, the use of less than the proper amount of the active 
agent. In this connection the former Medical Director of the Food and Drug 
Administration, Dr. Albert H. Holland, said: “The naive belief that if the 
product was not good the FDA would prohibit its sale is just not realistic. 
FDA labors long and diligently to protect the public but the fact of the matter 
is that it is completely impossible for FDA to check every batch of every product 
of every manufacturer that is marketed. Hence the integrity and reputation 
of the manufacturer assumes unusual significance where drugs and health 
products are concerned.” 

Merck and Merck Sharp & Dohme are zealous to protect the integrity and 
reputation of their names. Those characteristics are the result of myriad unre- 
lenting efforts in quality control with every product bearing their trademark. 

Indicative of this great effort to insure quality and uniformity are the stand- 
ards set for each batch of every product we make. The list of different spec- 
ifications to which our steroid products must conform in order to bear our 
trademark is a lengthy one. Every imaginable aspect is controlled by inspec- 
tion and testing. Thus standards are set and tests are required to prove the 
quality and amount of each substance going into the manufacture of the product. 
Often the range of the amount of active drug allowed is rather narrow and 
where an assay procedure itself is known to have an error—say +1%-2%—an 
extra amount of drug is used to balance such a possibility. Not only is the 
amount of each substance controlled but the form of it may be subject to passing 
the most rigid requirements. Thus in our ophthalmic suspensions which come 
into contact with the eye, the size of the steroid crystals must fall within narrow 
limits. A representative specification reads: 

“Particle size: 

“A. Microscopic: No particles greater than 200 microns. (Occasional fibers 
should be ignored.) No more than five particles per drop of suspension in the 
50-200 micron range. Minimum 99 percent (by number) less than 30 microns. 
Minimum 65 percent (by number) less than 10 microns (tentative).” 

This process of testing is pursued endlessly through the manufacturing process. 
Thus in making one of our ophthalmic solutions no less than 121 separate tests 
are made before Merck Sharp & Dohme is ready to assign its trade name. Sub- 
sequent to manufacture, 750 more separate tests are made to check stability. 
On this single product 871 separate tests are required to produce the product 
Merck Sharp & Dohme calls Neo-Hydeltrasol. Incidentally, these tests require 
at least several hundred man-hours of skilled, conscientious labor, not to mention 
the most advanced equipment. 

The “company conscience” is another name for quality control. The con- 
science of Merck Sharp & Dohme and Merck operates to give the doctor and the 
patient exactly what is expected. 

While all pharmaceutical houses vary according to their size and integrity 
with respect to the efficiency of their quality control programs, it appears to be 
a common assumption among many physicians and pharmacists that between the 
larger more reputable houses there exists little difference in this respect. 
At least the assumption is made that products made by leading houses and 
containing the same active drugs are, in fact, identical and hence may be 
ordered on a generic name basis. 

Nothing could be further from the truth. Subtle but important differences 
exist between Merck Sharp & Dohme products and those of its best competitors. 
Gross differences are possible from unscrupulous or unknowing competitors. 

Similar products from different manufacturers, whoever they may be, are 
identical only when by careful testing they are found to be so. 

The effort to control the size of the steroid particles in these suspensions was 
mentioned. Careful though we are, it was felt a soluble steroid which would 
go completely into solution might be basically safer for the eye. Though scratch- 
ing of the eye has not been a problem due to our rigid control of particle size, 
a preparation free of any particles was a worthwhile goal. 

Yet this simple task of making a truly water-soluble steroid continued to elude 
the best chemists in the industry for years. True, we could make Cortone and 
Hydrocortone soluble if we added enough pure alcohol but, unfortunately, 
alcohol in the amounts necessary is a strong irritant to the eye. 

A few years ago, after the advent of prednisolone, a still more potent steroid 
which also minimized some of the complications of the older compounds, for 
example, salt and water retention, chemists at Merck Sharp & Dohme were 
able to change the prednisolone molecule in a way to make it quite soluble 
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in body fluids. This is an extremely difficult chemical step and to the best 
of my knowledge has not been accomplished by our competitors. Parenthetically, 
part of our ability to make this double phosphate compound came from our 
work in cancer research. At any rate, we then made available our Hydeltrasol 
line of steroid eye products which are quite well received. 

Later, when Decadron—dexamethasone—came along, we had the know-how 
to make a soluble form available to the eye doctors. 

This same dexamethasone phosphate has served another very useful purpose 
as Decadron injection solution for intravenous use. Thus when a physician 
is confronted with an emergency, such as croup in infants or shock in adults, 
where instant drug action is essential, he can reach into his bag, pull out a vial 
of Decadron injection solution, fill his syringe and give it to the patient within 
seconds. Prior to this, he had to transfer sterile water or alcohol from one 
vial to another containing a dry powder, dissolve the vial contents by shaking, 
and after an interval of waiting and inspection, fill his syringe hoping there 


was no undissolved material to clog his syringe needle or the patient’s blood 
vessels. 


In concluding this statement on the distinctions between Merck steroids and 
those of our competitors, I would say that, while many differences of detail 
exist, there is one overriding consideration to be remembered. It is one that 


is true of all human relationships and is expressed in the words “confidence” 
and “trust.” 


Doctors learn through experience that certain brand names stand for integrity 
of products. Merck Sharp & Dohme is proud of such recognition and knows that 
only through unremitting efforts at quality control can its brands continue to 
earn acceptance. Competition as it exists in the American system works to 
raise standards ever higher and so produces continuing benefits to the consumer. 
Any practice which interferes with the placing of confidence and trust where 
intended may dislocate the system and slow progress. 

Mr. Connor. And finally, sir, I would like to request that we have 
the opportunity to supply for the record at a later date a memorandum 
which will deal with our patents and patent licensing agreement on 
steroids in this field. 

It is a very complicated subject and Miss Till and I got a little 
bit confused there, and I think a descriptive statement of the patents 
that we do have and what licenses we have granted might be of help 
to you. 

(The material referred to may be found on p. 8881.) 

Senator Kerauver. We might want to go into that at a later time. 
Miss Till has a memorandum about it, too, so you can furnish us your 
memorandum and if Miss Till wishes to put her memorandum in, it 
will be made a part of the record also. 

Mr. Connor. I would like the record to show, sir, that in our dis- 
cussion yesterday there was some question as to whether Miss Till 
had the agreements that we were talking about. I understand that 
one of our staff has talked to her and she is back there. It is my 
understanding that she is all set now. Is that right, Miss? 

Miss Tr. That’s right. 

Senator Keravver. All right, Mr. Connor, and gentlemen, we thank 
you very much for coming and for the information you have supplied. 

I know the individual judgment has been that Merck is a great. 
company, and it has a fine record. Mr. George Merck had an excellent. 
policy of keeping prices down and licensing most anybody who wanted 
to get a license for the benefit of the people. 

There seems to have been some tendency not to follow that policy 
on some of the licensing policies which have been discussed here. 

It is true that Merck’s profits are not quite as high as some of the 
rest in the industry, but they are still twice as high, approximately 
twice as high, as manufacturing generally. 
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I would think that as in the case of Schering, there is considerable 
room to make a further reduction in drug prices, particularly in view 
of these profits and particularly in view of the fact that prednisolone 
has been going down substantially in price during the last few years, 
and the fact that you sell to the Government and to others at a very 
much lower price hes you sell to the druggist. 

With Decadron you have secured a big part of the present market 
(26 percent) of dexamethasone this one year. 

We have looked at some of your advertisements. You will give us 
the dates they were printed. I must say that my present opinion is 
that they are considerably overstated insofar as side effects particu- 
larly are concerned. I don’t want to charge that anybody is trying 
to deceive the doctors, but the head of your own medical staff has 
indicated that there are some side effects, which is in conflict with 
some of the claims that are made in your advertisements. 

We have also during this hearing had some discussions that might 
be useful as to some method of evaluating the claims of the medical 
houses in connection with what their drugs will do. 

We have had discussions and suggestions that the Food and Drug 
Administration ought to get more money, that its power ought to be 
enlarged. 

These are legislative proposals that will be considered. I think 
information we have here will be very useful to the committee. 

We know that you will give the matter serious consideration, Mr. 
Connor, you and the other officials of Merck. You are trying to carry 
out the fine tradition and the purpose of your good company, particu- 
larly when it was under the direction of Mr. George W. Merck. 

Tomorrow we will hear from Mr. Seymour Blackman, secretar 
of Premo Pharmaceutical Laboratories, and Dr. Ethel Andrus, presi- 
dent of the American Association of Retired Persons and the National 
Retired Teachers Association, and perhaps one other witness. 

We will stand in recess until 10 o'clock tomorrow morning. 

(Whereupon, at 5:45 p.m. the hearing was recessed, to reconvene at 
10 a.m. Friday, December 11, 1959.) 
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FRIDAY, DECEMBER 11, 1959 


U.S. Senate, 
SuBcOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present: Senators Kefauver (chairman), Hart, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T, Peck, special counsel for minority ; Nicholas N. Kittrie, special 
counsel for minority; Horace L. Flurry, assistant counsel; Joseph C. 
Golden, attorney; Dorothy D. Goodwin, attorney; Ed Dupree, at- 
torney; Dr. John M. Blair, chief economist; Dr. E. Wayles Browne, 
Jr., economist; Dr. Irene Till, economist; Walter S. Measday, econ- 
omist; Herschel Clesner, special consultant; Lucile B. Wendt, patent 
= Paul S. Green, editorial director; and Gladys E. Montier, 
clerk. 

Senator Krerauver. The committee will come to order. Our first 
witness today is Mr. Seymour Blackman who has been subpenaed to 
come and testify. Mr. Blackman is secretary of the Premo Pharma- 
ceutical Laboratories of South Hackensack, N.J. Is this your first 
experience before a congressional committee ? 


STATEMENT OF SEYMOUR N. BLACKMAN, EXECUTIVE SECRETARY, 
PREMO PHARMACEUTICAL LABORATORIES, INC., SOUTH HACKEN- 
SACK, N.J. 


Mr. Brackman. It is, Senator. I hope it is going to be memorable. 

Senator Kerauver. Sitting immediately behind you, I believe, is 
Mrs. Blackman ? 

Mr. Biackman. That is correct. 

(At this point, Senator Wiley entered the hearing room.) 

Senator Kerauver. You have a prepared statement. Do you want 
to further identify yourself ? 

Mr. Biackman. If I am allowed to read, I will identify myself in 
the text of the statement. 

Senator Kerauver. First, I believe your father is the president of 
Premo Pharmaceutical Laboratories? 

Mr. Bracxman. That is correct, Senator. 

Senator Kerauver. And founder of the company ? 

Mr. Biackman. That is correct. 
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(At this point, Senator Hart entered the hearing room.) 

Senator Keravuver. Do you tell us in your statement how large 
Premo is? 

Mr. Buacxman. Yes. 

Senator Keravuver. How long you have been in business? 

Mr. Buacxman. Yes, Senator. 

Senator Keravuver. That is all in your statement? 

Mr. Buackman. Yes, Senator. 

Senator Keravver. All right, sir. This is Senator Wiley, Mr. 
Blackman, and Senator Hart. How old are you, by the way? 

Mr. Biackman. 39. 

Senator Keravver. All right, sir. Will you proceed ? 

Mr. Biuacxman. Mr. Chairman and Honorable Denahatls I have been 
subpenaed before you on the matter of your investigation concerning 
corticosteroid drugs, their price and use. It is my understanding that 
I have been asked to appear because, I have at my disposal, certain 
information which may prove pertinent to this investigation. 

I should first like to identify myself: My name is Seymour N, Black- 
man, 39 years of age, graduate of Columbia College of Pharmacy, 
postgraduate work for 214 years. I served in the U.S. Navy as a 
pharmacist’s mate and I am presently executive secretary of Premo 
Pharmaceutical Laboratories, Inc., 111 Leuning Street, South Hack- 
ensack, N.J. and president of Omega Precision Medical Instrument 
eee 41 Brook Avenue, Passaic, N.J. 

I would like to preface my testimony with the statement that I am 
here to bring information to the committee and not to castigate or 
level accusations at my larger competitors for any alleged abuses 
attributed to them. 

It has been brought to my attention that this Senate hearing was 
generated by thousands of letters of complaint from citizens through- 
out our country, many of them on social security, commenting that 
they cannot afford to pay for the medication which their physicians 
have prescribed for cher, In particular, many of the complaints 
mention corticosteroid drugs. 

It has also been made known to me that some of these individuals, 
who so complained, suspected their local professional pharmacists of 
overcharging them for their medication. 

Adding fuel to the fire of this misconception is such irresponsible 
statements as one quoted in Newsweek magazine, December 7, 1959, 
page 88: 

Parke, Davis maintains that high recommended retail prices on prescription 
drugs are justified because the manufacturer must rely on the Nation’s 56,000 
drugstores to push his wares. The pharmacist should have the largest margin 
of profit and incentive so that he will promote the goods, so that he will put it 
on the counter, so that he will talk it up to his customers— 
says Parke, Davis’ attorney Gerhardt A. Gessel. He suggests a min- 
imum resale price, to all his pharmacists, designed to give to everyone, 
at least a 3314 percent markup on the products, 

By now you Senators of the subcommittee are fully aware that 
the pharmacist has nothing, whatsoever, to do with the promotion of 
ean ri items. His putting it on the counter is really ridiculous, 

ecause it cannot be sold off the counter. 
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His talking it up to his customer is, likewise, ridiculous because he, 
as well as his customer, with the prescription in his or her hand, are 
captive to the trademark name written by the physician. 

he 3314 percent profit that Mr. Gessel refers to is a very small 
profit, indeed, as it refers to the gross profit and not the net profit. 

The pharmacist has substantial overhead from 30 percent to 35 
percent. A 3314 percent markup, on a prescripition, leaves him little 
or nothing. 

The small net profit which he may earn, when compared to that of 
Parke, Davis, or other large pharmaceutical companies, is surely a 
niggardly sum. Remember that Parke, Davis, as well as many of the 
other large megaman firms, makes approximately 30 percent 
net profit before taxes and this is net, not gross. 

Something must be radically wrong, and it is a sad commentary 
when we see the lion hiding behind the skirts of the mouse. 

I am confident that, by the end of this hearing, and if and when 
the subcommittee proves that the public is actually being overcharged 
for medication, and I think that this will be proved, the underlying 
cause will surely not be laid at the foot of the retail pharmacist. Even 
a cursory examination of the facts will illustrate that the average 
net. profit of the professional pharmacist ranges about 2 percent 
whereas, the larger pharmaceutical manufacturers show net profits 
of 30 percent before Federal corporate income taxes, after absorbing 
depreciation, interest, research, huge advertising and selling budgets, 
and large executive salaries. 

Senator Kerauver. Excuse me just a second and I won’t interrupt 
you again. But the fact is that the large pharmaceutical manufac- 
turers make an average of 22 percent after taxes which would be about 
40 percent or a little better before taxes. 

Mr. Buackman. Of course, this compounds the felony, as it were. 
I felt that it was about 30 percent but if it is about 40 percent, it is 
just that much worse, Senator. 

Mr. Cuumpris. Mr. Chairman, since you inject that into the record, 
I think that the testimony, according to the charts, was for all drugs, 
21.5 percent after taxes, on net worth. I think on the chart that Dr. 
Blair showed, net sales was 16 percent after taxes; is that correct 
Dr. Blair ? 

Senator Keravver. That is about right. 

Mr. Buacxman. The profits that I was referring to in particular 
are profits as against sales, not as against net worth. 

r. Peck. Mr. Blackman, do you remember anybody saying that 
the druggists were actually promoting the sale of prescription drugs? 
ein Biackman. I quoted the attorney for Parke, Davis Co., Mr. 

essel. 

Mr. Peck I see. But not at these hearings? 

Mr. Brackman. Not at these hearings. 

This is material that appears in the press and influences the public. 
_ Senator Keravver. All right, sir. Will you proceed? We won’t 
interrupt you again. 

Mr. Brackman. That is all right, any time. 

From these figures, alone, it is self-evident that, if there is a guilty 
party, it is surely not the American retail pharmacist. A good illus- 
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tration of how the large manufacturer treats the retail pharmacist 
is borne out by the following: 

In a news release, I noted the fact that your chairman, Senator 
Kefauver, recently, while in Hot Springs, had to have a prescription 
filled, which cost him $9 for 20 capsules. 

It is evident to us, in the trade, that these capsules were in the 
Tetracyclene family; these capsules commonly retail, on prescription, 
at 45 cents per capsule. 

The pharmacist’s cost for this capsule, with his usual discount, 
through the wholesaler, is 28.9 cents each. On prescription, he is 
getting a gross profit of 3314 percent on the selling price. This is a 
smaller markup than realized oe other merchants who sell furniture, 
clothing, or similar commodities in stores, which pay a lower rental 
because the drugstore happens to be located on the corner. To this, 
of course, must be added the tremendous cost of the inventory he is 
required to carry due to the multiplicity of manufacturers who market 
the very same products, under different trade names. 

Now, to add insult to injury, Declomycin, manufactured by Lederle 
Laboratories, has appeared on the market. The pharmacist must still 
retail these capsules for 45 cents each, on prescription, because the 
physician is in the habit of telling his patient that this type of medi- 
cation will cost about $9 for 20. 

Oddly enough, then, with this senatorial investigation hanging 
over their heads, Lederle has arranged that the 10 percent discount, 
which the pharmacist usually receives from his wholesaler, be re- 
scinded on this new product. 

Consequently, Declomycin costs him 32 cents per capsule and he 


must retail it for the same 45 cents on Ae ch sae allowing him a 


gross profit of approximately 28 percent which is below his cost of 
operation. 

At this rate, it is no wonder that reliable sources predict that one- 
third of the pharmacists will be operating in the red for the year 1959. 
It is, also, no wonder that the patients are complaining about the cost 
of medication. 

Declomycin is a 150-milligram capsule, whereas tetracyclene is a 
250-milligram capsule. The cost for Declomycin should be 60 percent 
that of the cost of tetracyclene capsules, or 27 cents per capsule, to 
the consumer. Instead, the cost, to the pharmacist, has increased by 
10 percent and the customer will probably be paying 50 cents per 
capsule, and accusing his pharmacist of price gouging. 

Te Premo were allowed to sell the tetracyclene drug; that is, if we 
had not already been refused a license, we could offer this very same 
product, to the pharmacist, at approximately 9 cents per capsule, 
and it would retail to the consumer for 18 cents, giving the pharmacist 
a legitimate markup and the consumer a legitimate cost. 

I have been asked to answer several specific questions and make 
any other comments that IT deem necessary. One of the questions 
asked for me, by an investigator for this committee was: 

In your opinion, is the public actually overpaying for prescription medication 
and, if so, why does this condition continue to go on? 

My answer to the first. part of the question is a simple “Yes.” I 
personally feel that the American public is overpaying at least three 


weet pow 
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quarters of a billion dollars, at wholesale prices, annually, for the 
medication which they purchase on prescription. 

I arrive at this figure by examining the cost of approximately three- 
quarters of a billion dollars, annually spent on advertising and sales 
promotion, coupled with almost another three-quarters of a billion 
dollars in net profits. 

Spending three-quarters of a billion dollars in advertising, to pro- 
duce $21% billion in sales, seems to me to be excessive, especially 
since the products being propagandized are absolutely necessary and 
an artificial demand aad nah be created. It is my personal opinion 
that at least one-half of the sum spent on advertising and promotion 
is totally wasted. 

Likewise, I feel that the three-quarters of a billion dollars in net 

profits, before Federal corporate taxes is excessive by at least 50 
vercent. 
; This brings us to the figure of three-quarters of a billion dollars? 
which the public pays unnecessarily. The trend shows, in the phar- 
maceutical field, even before the Second World War and especially 
now for the last 10 years, that the industry is spending more and 
more money, proportionately, on advertising to the physician and, 
in addition, taking a larger and larger percentage of net profits in a 
market which is expanding normally due to normal population growth 
and a larger proportion of aged people. 

This has made the drug industry Wall Street’s “fair-haired boy.” 

Now, how can this condition exist when other vital industries, such 
as food and clothing, must be satisfied with net profits much lower 
in relation to sales? 

The basic and only reason for this continuous spiral of heavy 
advertising and profit taking,.in the pharmaceutical industry, is the 
fact that the consumer, in this field, cannot exercise his normal, eco- 
nomic prerogative of shopping or pricing before he purchases. The 
normal Jaws of supply and demand have no application here. The 
prescription customer can only purchase the brand that the physician 
prescribes. 

The pharmacist is, likewise, a captive as he is legally bound by State 
law, to fill the prescription as written, notwithstanding the fact that 
he may have an equal product in stock which costs him one-tenth 
of the price of the other product and which he can sell, to the con- 
sumer, for one-tenth of the retail price. 

Truly, the consumer, buying drugs on prescription, is a captive 
market in two ways: 

1. He has no choice; he must buy the medication as he is ill, and 

2. He has no choice as to the brand of the medication which is 
prescribed for him and which he must purchase. 

He has no protection against the ever-spiraling prices necessitated 
by the “rat race” of the disproportionate advertising promotion and 
profit taking now going on, unchecked, in our industry. 

As this investigation proceeds, it will become evident, to you, that 
the only real competition that we have in our field is the tremendous 
competition for the eye and ear of the physician, how many pages of 


1 At wholesale level ($1.4 billion at retail level). 
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advertising we can put out, how many samples we can distribute, 
how many detail men we can put in the field. 

These and these, alone, govern the ultimate acceptance of the 
product. ; 

In previous testimony concerning Government purchasing, the 
Senators of this subcommittee have heard what happens to the price 
of drugs, when there is no longer a captive aspect to the market and 
when the manufacturers must compete on a generic basis. 

When something like this occurs, you will find that the larger 
companies abandon the artificial prices which are fixed, in some 
mysterious way, come in and bid at various prices to get the business. 

Another illustration, as to what happens when the captive aspect 
of the market disappears, can be gathered from an examination of the 
hospital field. 

Many enlightened hospital administrators, stimulated by the 
professional hospital pharmacist, have gathered their staffs about 
them in an attempt to cut down the staggering expenses necessitated 
by filling every prescription, written in the hospital, by any physician, 
for any trademarked product. The problem was gigantic, the solu- 
tion relatively simple. 

A formulary was gotten up which listed generic names as equiva- 
lents to the various trademarked items and the physicians, who be- 
came members of the staff of the hospital, agreed that in this partic- 
ular hospital, on whose staff they served, when they wrote the 
trademarked items, it was understood that the trade name, written, 
was merely for descriptive purposes and that they abided by the rule 
of the formulary which was set up by the committee. 

Accordingly, the pharmaceutical companies could no longer hide 
behind this beautiful, natural monopoly which they had working for 
them, where the public is concerned. 

An interesting example of the varying prices between the hospital 
and the drugstore, is written up in the Voice of the Pharmacist, volume 
IIT, October 27, 1959. By the way, this publication does not carry 
any advertising of pharmaceutical manufacturers. 

I quote from the Voice: 


Where do they get the drugs? On most occasions when pharmacists protest 
to the pharmaceutical companies, concerning mail order fliers which they and 
their physicians receive, and in which prices are quoted, below the cost that 
the pharmacist can purchase them, either direct or from the wholesaler, the 
manufacturers shake their heads in wonderment, and state: “I wish I knew 
where they get the drugs.” A recent case in New York might give them a 
clue. J. M. Kirkup, Jr., a former Welfare Commissioner of Suffolk County, 
was found guilty on 21 counts, by the Supreme Court, in connection with a 
scheme of selling, to the pharmacists, drugs which had been purchased at 
hospital and institution prices. 

According to testimony, pharmacists purchased drugs having an approximate 
value of $200,000 for $46,000. There certainly must be something wrong, some- 
where, if this condition could develop and it is high time the industry stopped 
playing the role of blushing ingenue and examined distribution policies, realis- 
tically, giving consideration to the fact that the real backbone of drug distri- 
bution, in this country, is the retail pharmacist, and if any special consideration 
or subsidization is deemed desirable, this is where it should start. 

When the industry is asked to examine the archaic marginal concepts which 
they are shackling the pharmacist with, today, and which, in many cases, does 
not provide a return even commensurate with operating costs, they apparently 
do little about it. However, somewhere along the line, something is wrong, 
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and many legitimate pharmacists and wholesalers are being injured when 
$200,000 worth of drugs can be sold for $46,000. 

You will note that pharmacists are continuously mystified by this 
practice. How is it that hospitals can buy almost $200,000 worth 
of drugs for less than $50,000. 

This is a quotation by Lee E. Eiler, FACA, from the Midyear 
Conference of the American College of Apothecaries. 

Senator Krravuver. State that again. I didn’t understand that. 

Mr. Buackman. I’m going to quote. 

Senator Keravuver. This isa statement by whom? 

Mr. Buackxman. This is a statement made by Lee E. Eiler, FACA, 
that is, Fellow of the American College of Apothecaries, and taken 
from the Midyear conference proceedings. 

Senator Keravuver. What year? 

Mr. Biackxman. That is this year. This quotation is Mr. Eiler 
quoting a pharmaceutical executive : 

We sell hospitals special bulk packages with the hope that there would be 


greater use in the hospital and a greater prescription market resulting. Also, 
hospitals are nonprofit, an overall losing proposition. 


The quotation continues : 


The manufacturer implies, by this statement, that his company has taken 
pity on the hospital and is giving them a special rate for this reason. This 
statement was made by a company who was one of the seven top money 
earners last year. 

Now, unfortunately, the public cannot avail itself of the protection 
of a formulary, as the hospitals do, and if the situation is allowed to 
continue and the public is not protected by some sort of Federal 
control, similar to that. presently being exercised over public utilities 
and other natural monopolies, where the public is, in effect, a captive 
market, large pharmaceutical companies may have net profits, next 
year, of 35 percent or 40 percent or 45 percent instead of the present 
30 percent, and advertising budgets may go from 35 percent to 45 
percent. 

In 1961 where will they go from there? There is no end when we 
have a monopoly already set up for us. 

Prices need not, necessarily, be negotiated at secret meetings. The 
market is already captured. 

Another method of showing the monopolistic aspects and the over- 
charging that results therefrom, is to make a simple comparison be- 
tween the ethical pharmaceutical product and the proprietary product. 

During this investigation you will be made aware that manufac- 
turers of proprietary drugs like to receive a 1-to-7 ratio so that their 
product is sold at seven times the cost of the raw materials plus the 
cost of manufacturing. This brings the price to the consumer, for 
this type of medication, to perhaps 10 to 1, or even 12 to 1. 

Of course you may consider that these markups are excessive but 
I do not want to argue that particular phase, right now. 

The fact is that marketing the ethical product differs very little 
from the over-the-counter proprietary product. Both require exten- 
sive research, formulation, controls, huge advertising and promo- 


tional budgets—which may or may not be necessary in your or my 
estimation. 
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We can see that the only relative difference between the two markets 
is that the ethical market operates as a monopoly, because the con- 
sumer is a captive, whereas the proprietary product only has a psycho- 
logical hold on the customer due to advertising. 

Accordingly, if they can make a seven-times markup, they are 
satisfied. But this markup will not satisfy the manufacturers of 
ethically-promoted prescription products, simply because they can 
charge more and get away with it. 

At this point, I would like to quote several price comparisons of 
various trademarked items, against generic items manufactured by 
Premo Pharmaceutical Laboratories. 

This price comparison is cost to the druggist : 

Premo penicillin tablets 400 MU, 

Squibb Pentids “400”, $14.85/100. $3.75/100. 

Senator Kerauver. Do I understand the drugs listed on the left 
and the ones on the right are the same products? 

Mr. Buackman. Yes. They are generically the same products. On 
the left is the trademarked item and at the right is the generic Premo 
product : 


COMPETITIVE PREMO 

Benzedrine sulfate tablets, 10 mg.— Premo amphetamine sulfate tablets, 
Smith, Kline and French, $2.66/100 10 mg., $0.27/100 

Aralen phosphate tablets, 250 mg.— Chloroquine phosphate tablets, 250 
Winthrop, $6.70/100 mg., $3.60/100 

Nembutal capsules, 1144 gr.—Abbott, Sodium pentobarbital capsules, 1% 
$2.16/100 gr., $0.78/100 

Ergotrate maleate tablets, 0.2 mg.— Ergonovine maleate tablets, 0.2 mg., 
Lilly, $5.10/100 $2.55/100 


Senator Keravver. Senator Hart. 

Senator Harr. I would like to get a little clearer understanding of 
this comparison and its validity. Who says that Pentids “400” by 
Squibb and your penicillin tablets are the same? 

Mr. Buackxman. Right now I anf saying it, Senator. 

Senator Hart. What would Squibb say ? 

Mr. Buackman. I think you ought to ask Squibb when they arrive. 

Senator Harr. I shall, but what basis have we now, in this record, 
= assume that this isn’t Buick against Ford? I mean, how do I 

how ¢ 

Mr. Biackman. I would like to answer that. May I answer you? 

Senator Harr. Yes. I am asking. 

Re art BriackmaNn. First of all, all antibiotic products are com- 
pletely — 

Senator Harr. All what? 

Mr. Briacxman. All antibiotic products, which would take this 
oe product within its scope, are controlled by your Food and 

rug Administration. 

Not only in the usual way products are controlled, that is, by pick- 
ing up shipments in interstate commerce and examining them for 
their labeled potency, but the Food and Drug Administration, on 
antibiotic products, requires that before a pharmaceutical manufac- 
turer releases the product for sale, he must present the sample to the 
Food and Drug Administration plus an analysis, and the product is 
not released for sale until the Food and Drug Administration runs 
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their own parallel analysis and certifies that the product is actually 
what the label says it is. TUT 

So, it is fortuitous that the product which you pick is not only the 
same because I say so, but it is the same because your Food and Drug 
Administration says so, and has proved it. 

Senator Harr. Does the Food and Drug Administration say that 
both of these meet minimum standards, and does it also express any 
opinion as to how far one or the other exceeds the minimum ? 

Mr. Buackman. The Food and Drug Administration will not allow 
either Squibb or Premo to exceed or come under the requirements. 
There are definite specifications as to how much penicillin you may 
have in a tablet. It can’t be more or less, within certain limits, of 
the labeled requirements. These limits are close, and if, for example, 
we have 1 or 2 percent more penicillin in our tablet than Squibb, it 
would be inconsequential as far as the therapeutic efficacy of the 
product is concerned. 

Senator Harr. Thank you. 

Mr. Cuumerts. Mr. Chairman, may I ask a question at this point? 

In order to get a comparison, the witness is going to answer the 
questions and the record will stand on his answer. 

Senator Krerauver. Do you want to ask something about this point 
right here? 

Mr. Cuumpris. Yes. 

Senator Kerauver. All right, but let’s try to save our questions as 
much as possible until he finishes his statement. 

Mr. Cuumpris. What I would like to ask Mr. Blackman is—I don’t 
have your statement in front of me so I would have to recall your 
testimony as you gave it. 

Mr. Biackxman. I apologize in that I only had 10 copies of this 
speech prepared. This sort of thing was very, very new to me, so I 
hope you will forgive me. 

Mr. Cuumeris. Mr. Blackman, we are trying to get the facts. 

Mr. Bracxman. I beg your pardon. 

Mr. Cuumpris. We are trying to get the facts. We are not trying 
toembarrass you. Is your operation similar to the operation of the 
companies whose figures you have quoted ? 

Mr. Buackman. Well, if you will bear with me and wait until I 
finish my prepared speech, these things will become self-evident. But 
to answer your question, because you have put it to me now, I maintain 
that we are similar, but smaller. 

Mr. Cuumpris. There is nothing wrong with being a small company 
because we have a lot of small companies. 

Mr. Buackman. Not enough of them. 

Mr. Cuumpris. Who have testified and will testify. But we had 
Dr. Berke here the day before yesterday, and I asked him a question 
and he said, “No, we are in an entirely different business. We are bulk 
chemical manufacturers. We don’t make any finished products, and 
that is where the costs come in.” 

What I am trying to find out is if there is a variance in the cost of 
your operation as to the cost of the companies whose figures you have 
quoted which may or may not bring the differences in the prices that 
you have? 
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Mr. Buacxman. The answer is, of course, “Yes.” I would say that 
every manufacturer, including the big 20 that you have brought in, 
all have different costs of manufacture. However, I will show you as 
this testimony proceeds, that we have, in our small way, every facility 
that the big companies have and that the real difference in our costs 
—_ ee about because we have been pushed out of the ethical-specialty 

ield. 

When we were in it, our advertising costs were running pretty high. 
But right now the advertising costs have become so disproportionately 
expensive, small companies cannot afford to make their way in the 
marketplace. 

If we had a product better than any of these various corticosteroid 
drugs that you have heard discussed here, and its physiological activity 
was twice that of dexamethasone, which is the hottest thing going, I 
= frankly state to you that the only way we could make money 
with it would be to license it out to the larger manufacturers. 

Does that answer your question ? 

Mr. Cuumpris. Yes. 1 have one further question: 

The companies that you have compared your prices with operate 
approximately at 16 percent profit on net sales, and therefore—— 

Mr. Biackman. After taxes, 

Mr. Cuumpris. After taxes, and 84 percent cost. In other words, 
on every dollar that they take in, 84 cents of it goes to cost. That is 
what the record shows. 

Do you operate under that same basis ? 

Mr. Buackxman. Our basis is a little different. Our net profits are 
much smaller, but I assure you it is not by choice; it is by circum- 
stance. 

Mr. Cuumerts. The point we are trying to bring out, Mr. Blackman, 
is that you have a reason why you charge the prices that you have 
given, and the companies who have appeared before use give their 
reasons why they must charge because of their costs. 

Now, I am not trying to justify What you charge or justify what they 
charge. Our point is, we want to have the record show whether it 1s 
a fair comparison of the prices charged by the various companies. 

We have had a chart which shows that some companies charge 
$17.90; another charges $9.30 or so; another charge $8, and another 
charge approximately a little less than $5 for the same product, and 
Senator Wiley mentioned yesterday that is the best illustration of 
competition, because a buyer has those four choices of prices to buy 
at. 

Mr. Buackman. The buyer has no choice at all. 

Mr. Cuumpris. I have no further questions at this point. 

Senator Keravuver. Explain that, “The buyer has no choice at all.” 
What do you mean by that ? 

Mr. BLackMAN. liom already gone into it, and I think it should 
be evident, at this stage of the hearings, and it will be more and more 
evident to you, that this field is a unique field. 

The 40 percent net profits that you hear about could not be earned 
under legitimate circumstances. The customer, your citizen, is captive 
to this market. The pharmaceutical companies can take the public 
dollar and spend it to a fare-thee-well to propagandize the physicians, 
T hear, and yet come up with a 40 percent net before taxes. 
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Mr. Cuvumpris. Mr. Blackman, would you want Congress to pass a 

law that business should not advertise ? 
Mr. Biackman. I would like the Congress to pass a law to protect 
bie to pay the going 


that segment of our population which is least a 
rate for this type of merchandise. 

These people are sick; they require medication. ‘The prices are 
ridiculously inflated, and they cannot do anything about it unless you 
help them. 

Mr. Peck. Mr. Chairman ? 

Senator Krrauver. All this is discussed in Mr. Blackman’s state- 
ment, and so I think it is best to try to let him go on with his statement. 
Let’s save our questions until he has finished. 

Mr. Peck. I have one, sir, which bears directly upon the question 
just asked by Senator Hart. 

Senator Krrauver. I think, if you don’t mind, Mr. Peck, let’s let 
Mr. Blackman finish his statement. 

Mr. Biackman. Do I understand that question will be held until 
Jater 4 

Senator Kerauver. Yes, it will be asked later on. You go ahead. 

Mr. Birackman. Another question asked of me was 

Senator Kerauver. Unless some Senator wants to ask a question 
as we go along. I think the general discussion ought to come after 
you finish your statement. 

Mr. Biackman. Another question asked of me was: 

What is the effect of the tremendous amounts of money expended by large 
pharamaceutical companies in introducing and propagandizing products such 
as Decadron and Deronil? Specifically, has it affected your sales volume on 
prednisone tablets 5 mg. and prednisolone tablets 5 mg. ? 

To answer this question properly, I must first establish the position 
that Premo occupies in the pharmaceutical field. 

Premo’s trademark has been in use for 40 years. Over 100 Premo 
products have been approved for advertising, by the AMA Council 
on Pharmacy and Chemistry. 

Premo has contributed to the advancement of the pharmaceutical 
industry through modest but constant research and development of 
new ind useful products. 

In brief, I shall mention a few developments: 

Penicillin aerosol, procaine penicillin, injectable suspensions. 

We introduced the first soluble penicillin tablet. We introduced 
the first Heparin syringeable at room temperature. Premo owns 
37 patents. 

“he Premo drainaway feature, which is used in all procaine peni- 
cillin suspensions today, is a patent which we have a proud to 
share, by licensing other manufacturers such as Pfizer, Lilly, Merck, 
Abbott, Squibb, and Upjohn. 

Currently, we have a patent pending which covers a brand new 
concept in the field of time-release formulation, and may be of signifi- 
cant importance to the entire industry. 

I would like to add that I, personally, own approximately 24 
patents. 

Our sales are in the realm of $2 million per annum, in a field with 
a national sales volume of approximately $2.5 billion. Our firm was 
founded by my father, who started in the drug business in 1909 as a 
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drug clerk, subsequently working his way through pharmacy college, 
owning his own store, and then establishing the firm of Blackman 
& Blackman, the forerunner of Premo Pharmaceutical Laboratories, 
Ine. 

Basically, the firm was founded with the principle of selling phar- 
maceuticals under generic names. In order not to use too much time, 
I submit the prolog of our catalog for the year 1943, which reviews 
some of the history of our corporation, in detail. Also, a recent 
catalog dated September 1959, which states, on its face page, ““Premo 
quality products are primarily sold under generic names affording 
the hospital substantial savings.” 

Senator Witey. Where is the catalog ? 

Mr. Biackman. I have it right here. 

Senator Keravuver. Make that exhibit 58. 

(Exhibit No, 58 may be found on p. 8691.) 

Senator Winey. Is thisthe whole catalog? 

Mr. Buackman. That is merely a hospital catalog. We have quite 
an extensive catalog. If you would care to examine our entire cata- 
log, I will have a copy sent down to you, sir. 

Senator Witey. Will you speak a little bit louder? I have a little 
difficulty in getting that sonorous voice of yours at this end of the table. 

Mr. Buackman. Senator Wiley, I will make sure that a catalog is 
sent to your attention, a complete catalog. This is only a partial 
catalog. 

(The complete catalog referred to may be found in the files of the 
subcommittee. ) 

Senator Kerauver. And then there is a document called “Looking 
Backward” that you sent up here with the hospital catalog, which 
we will make exhibit 59. 

(Exhibit No. 59 may be found on p. 8721.) 

Senator Wixry. One other question in relation to the catalog. You 
do all your business through catalogs ? 

Mr. Biackman. No, Senator Wiley. We employ 35 salesmen. At 
one time we had 35 salesmen doing partial retailing, and 20 salesmen 
devoting their full time to bending the physician’s ear. 

Senator Wirry. You circulate all the pharmacists in this country 
with the catalog ? 

Mr. Biackman. From time to time we make complete mailings to 
every pharmacist in the United States, sending out our complete 
catalog. 

Likewise, our products are listed, prominently, in the Druggists’ 
Blue Book and Red Book, so that they know who we are, and they 
know we are around. 

Senator Witry. Do you set up in your catalog or in any sales mat- 
ters that go to the druggist the differential in your prices as you have 
set it up before us today ? 

Mr. Brackman. I am so happy that you asked me that question. 
That question is the reason that I require a subpena to come before 
you gentlemen. When I mention the name of a competitor’s trade 
name, in conjunction with a generic name of our manufacture, I can 
be sued for plenty, outside this Senate committee room. It was for 
the immunity of this case that I asked for a subpena. 
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I will submit, to you, right now, a summary from our law firm 
which states that we cannot, even in extreme cases, for example, where 
a physician calls up and says, “What do you have like Pentids 400?” 
We cannot even tell him that we have a generic equivalent, because, 
in effect, we are treading lightly at the edge of a precipice. We may 
be accused of selling our generic product on the back of the advertised 
trade name. 

Does that answer your question, Senator ? 

Senator Wixry. Yes, to one extent. Why do you suppose I asked 
that question? You will now have the publicity. 

Mr. Buacxman. I will be forever grateful to you, because this is 
our first opportunity, in approximately 40 years, where we have, to 
some extent, equal footing with our big brothers, quotation marks 
around “brothers.” 

Mr. Cuumpris. You would like to be as big as they are someday, 
wouldn’t you ? 

Mr. BuackmMan. We have tried and we are still trying, and maybe 
we will be, someday. 

Senator Kreravuver. All right. 

Mr. Biackman. I would like to say one thing. The ironical thing 
will be that when we arrive, there will probably be legislation which 
says “No more 40 percent net.” 

Senator Witey. What was that last? 

Mr. Cuumpris. Your testimony might lead to that. 

Mr. Biackman. I surely hope so. 

Senator Wiley, did I miss you? 

Mr. Krrrrm. Would you restate that ? 

Mr. Buacxman. I said that we do hope to emulate these other com- 
panies. However, when the day comes and we have arrived at the 
scene where we are likely to make a 40 percent net profit, I predict 
that these profits will be declared illegal, so we will probably lose out. 

Senator Witny. One other question. 

Were you here yesterday and heard the testimony ? 

Mr. Buackman. No, Senator. 

Senator Wirry. I think you will probably cover the matters. You 
claim that as far as what these other drug companies are selling, the 
drugs are as good as yours and yours are as good as theirs; is that it? 

Mr. Biracxman. Well, I feel that the people have been protected 
by two official compendiums issued by the U.S. Government. These 
are the U.S.P.—the “United States Pharmacopoeia” and the “National 
Formulary.” To this is added the new and nonoflicial remedies, con- 
trolled by the American Medical Association. 

These compendiums, to a certain extent, guarantee the public that 
any product, either put out under a generic name or a trademarked 
name, will actually be what it is purported to be on the label. 

Senator Wirry. I still feel that you haven’t answered the question 
that I asked you. Can you answer it yes or no? 

Mr. Buackman. Yes, with reservations. The answer is the reserva- 
tions are something like this. A pharmaceutical company could very 
well be operating in a barn and meeting Federal specifications like 
U.S.P. and N.F. This is very unlikely, but it is possible. 
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And such an operation would not have the overhead of a legitimate 
enterprise. Does that answer your question ? 

Senator Krerauver. The question was, Do you feel that your prod- 
ucts are as good as the products of these other companies? 

Mr. Kirrri. Qualitywise? 

Senator Kerauver. Qualitywise. 

Mr. Buacxman. I feel the products that you will find in our catalog, 
and I am confident, when I make this statement, are not only as good 
as the best but better than most. 

Senator Kerauver. All right, that is the answer. 

Senator Witey. You are not selling any other product but your 
own ? 

Mr. Biackman. Notas of today. 

The concept of promotion of generic names is one well-founded 
among professional pharmacists and such organizations as the Ameri- 
can Pharmaceutical Association, New York State Pharmaceutical 
Association, National Association of Retail Druggists, who have long 
subscribed to this as a means of saving the consumer dollars. 

I would like to submit a little pamphlet published by the APHA, 
No. 102, which lists proprietary trade names of official drugs ap- 
pearing in the “United States Pharmacopoeia” and the “National 
Formulary”. The sad part of it, these lists do not show price dif- 
ferentiation. May I carry this up? 

Senator Kerauver. That will be made exhibit 60. 

(Exhibit No. 60 may be found on page 8723.) 

Senator Winey. One other question. In this catalog entitled “Hos- 
pital Net Price List” do you make a differential between the hospitals 
and the other catalog you send out to the druggists ? 

Mr. Buackman. Yes. Hospitals are not interested in such items as 
over-the-counter specialties, things which would be commonly called 
proprietaries. 

Hospitals are, principally, interested in prescription type medica- 
tion. Therefore, that portion of our catalog, which deals with pro- 
prietaries, is omitted. 

Senator Wier. They get it at a lesser price then ? 

Mr. Brackman. The prices which appear in that hospital catalog 
are available to any pharmacist throughout the United States in our 
particular company. 

As to the effect of large firm advertising, in the promotion of ethical 
specialties and its effect on Premo, I would state that for many years, 
Premo grew slowly as a privately owned corporation, dedicated to the 
principle of selling pharmaceuticals, generically, and looking to the 
day when our business would increase and our profits would increase, 
proportionately. 

To this end, a new building was built with all modern facilities and 
the required laboratories for a program which would help us embark 
on the route toward marketing ethically promoted prescription items. 

I would like to submit a list which shows our net sales, starting with 
1947, compared to profit before Federal income tax and the amounts 
spent for journal advertising sampling, and detailing. This runs 
from 1947 to 1958. 

Senator Kreravuver. That will be exhibit 61. 
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(Exhibit No. 61 follows :) 


PREMO PHARMACEUTICAL LABORATORIES 


Summary statement of operations 





Profit before | Journal adver- 





Year ending Dec. 31 Net sales Federal tising, 
income tax sampling, and 
detailing 

OOP Ss 38 i. i he bad anesudowuetiienchientsadddesueaa RP OO OD hice knskcsdniieis bid detaceehansene 
tics victiatin tid Kaiba netneiacmnieay tintin ibaa 1, 940, 291. 53 1 28, 861. 35 39, 642. 27 
SL)... ace ent cng naseaee encase cetera aiaeeen 1, 854, 667. 39 38, 854. 63 41, 140.19 
Ws cideudbtcsdbonedccbsisscccedueonnpasenstanesecueys 2, 251, 295. 65 37, 814. 08 33, 904. 70 
| iA ER AE AIEEE BLEEDS 2, 810, 594. 90 122, 288. 86 59, 295. 09 
GE edd adedstcncornkdtechuedonsisscdedsocdeunabctecbbduse 2, 266, 687.15 60, 887. 54 85, 599. 23 
3 1, 986, 159. 98 63, 699. 81 102, 048. 51 

1, 568, 426. 41 11, 568. 42 85, 772. 84 

1, 533, 342. 47 22, 639. 20 104, 562. 38 

1, 471, 444. 64 47, 474. 28 83, 915. 80 

1, 512, 055. 56 13, 462. 73 47, 301. 86 

1, 597, 879. 75 22, 945. 97 31, 834. 66 





1 Plus $62,419.83 deducted for moving. 
Source: Prepared by Sol Hirsch & Co., certified public accountants, 12 East 41st St., New York 17, N.Y. 


Mr. BuackmMan. From 1948, our sales volume increased, rapidly, 
from under $2 million in 1948 to almost $3 million in our pinnacle 
year of 1951. 

In subsequent years, you will note, from the summary and statement 
of operations, submitted, that the years 1952, 1953, 1954, and 1955 show 
a decrease in sales volume, while the advertising dollars, expended, 
were dramatically increased in an effort to stay and promote our 
ethical specialties. 

By the end of the year 1956, the handwriting was on the wall, with- 
out doubt. The program, which we had inaugurated, while meeting 
initial success, fell through even though advertising expenses increased 
percentagewise and dollarwise. 

I attribute the failure of this program to the tremendous increase 
in the advertising dollars spent by our large competitors, to the extent 
that our efforts appeared, in the market place, as a mere spark in a 
vast conflagration. 

Accordingly, I submit a small folder which illustrates and talks 
about our program. 

Senator Keravuver. The folder will be exhibit 62. 

(Exhibit No. 62 may be found on p. 8757.) 

Mr. Briacxman. At this point { weed like to quote Walter L. 
Griffith, director, product advertising and promotion, Parke, Davis & 
Co., in an article which appeared in “Proceedings of Program, Mid- 
Year Conference, American College of Apothecaries” of this year 
1959. 


Today, the builder of better mousetraps will sell more mousetraps, only if 
he builds a path to the world and presents the advantages of his trap with 
more ingenuity and impact than his competitor. 

It is such activity as this which, in the aggregate, has caused the ethical 
pharmaceutical industry, of this country, to provide, during the past year, 
3,790,908,000 pages of paid journal advertising ; 741,213,700 direct mail impres- 
sions ; and well in excess of 18 to 20 million physician and pharmacist calls. 


Now, the answer to the question, as to the effect of this blitz-type of 


advertising, by competitors, on companies of our magnitude, is that it 
does depress our business. Were we to have maintained our position, 
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proportionately, in the field, as we enjoyed during 1951, we would, 
today, because of normal growth and population increase, enjoy a 
sales volume in the area of $6 million per annum. 

In contrast, we have not only not grown and not held our position, 
but we receded to a new low in the year 1957. This statement is not 
sae in the nature of a complaint nor are we seeking congressional 
1elp. 

Weare, presently, standing by and are making progress, inaugurat- 
ing a new program featuring over-the-counter items to be promoted 
by the pharmacist. This new program is in the field of nonprescrip- 
tion items where the consumer is not a captive market. 

It is interesting to note that well-known radio mail-order adver- 
tising houses have shown phenomenal growth by bringing to the at- 
tention of the public, the fact that the consumer is dramatically over- 
paying for vitamins; 85 percent of the vitamins consumed by the pub- 
lic were originally recommended by or prescribed on a physician’s 
prescription. 

The cost of ethically promoting vitamin preparations through the 
doctor and the high profits taken by the pharmaceutical companies, 
resulted in such high prices for vitamins as originally prescribed, 
that these particular products fell easy prey to mail-order houses 
advertising on the radio. 

These radio-advertised brands offer equal formulas at one-third and 
one-tenth of the prices for the ethically promoted product. 

Senator Witry. Why leave out television ? 

Mr. Briackxman. I will put it in at your request, Senator. 

Premo has instituted a program to bring moderately priced vita- 
mins into the drugstore without the expenses of heavy medical ad- 
vertising. I present this booklet for your review. I have been asked 
as to what I thought of the advertising program set up for the prod- 
ucts, Decadron and Deronil and what effect it has had on our sales 
of prednisone tablets, 5 milligram, and prednisolone tablets, 5 
milligram. 

After reviewing much of the clinical work done on both of these 
products which are trade names for dexamethasone, I, as an individ- 
ual, believe that some of the claims of lower toxicity have been made 
without real basis of fact. However, I do not wish to comment, in 
detail, on this as I am not a physiologist, nor am I qualified to deter- 
mine the results of the various clinical tests that I have reviewed. 

I will leave the determination of this to those who are better quali- 
fied ; however, the point is, that if the advertising is unfair, the public, 
as well as the small pharmaceutical house, is paying the toll. 

Notwithstanding the fact that the consumer pays $5 per 100 for 
prednisone tablets, 5 milligrams, Premo brand, on prescription, as 
against $25 or $29 for merticorten, Schering, or $27 per 100 for 
Deronil, Schering, the sales of prednisone tablets have continued to 
decline. 

A third question asked of me was: 

What is your opinion of the manufacturers recourse to the argument of 
research or the high cost of research whenever charges of overcharging are 
made against them? 

My reply was: 


I am a little tired of hearing the same old argument, which is equivalent to 
a smokescreen and does not answer the question. 
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This situation may be likened to the wayfarer who stops at an inn, 
because he is tired and wishes to protect himself from the elements. 
When he is told that a night’s lodging will cost $50 he informs the 
innkeeper that he feels he is being overcharged and he cannot afford 
to pay the price, but that he does need the night’s lodging; where- 
upon, and this should sound funny, the innkeeper advises the way- 
farer that he spends 7 percent of every dollar he takes in to maintain 
the grounds, offers soft mattresses, excellent cuisine; there is no law 
against the price he is charging, and he conducts the only inn within 
a radius of 150 miles. 

The wayfarer has no choice. He will either pay the $50 or sub- 
ject himself to the hazards of the elements. 

So, whenever pharmaceutical companies, in answer to the charge 
of overpricing of medication, whip out the perennial, decimated, 
odoriferous red herring, research and development, I become a little 
annoyed. You might think that this research, which they conduct 
more or less, to the tune of 5 percent or 7 percent of their gross sales, 
is conducted for the benefit of humanity at large. This is, to say 
the least, a false assumption. 

Research, in the pharmaceutical field, by pharmaceutical corpora- 
tions, is conducted for the express purpose of self-preservation and 
motivated by the profit angle. 

I would like to quote Mr. Herman W. Leitzow, vice president, 
Schering Corp., in an article appearing in “Proceedings of Program, 
Mid-Year Conference, American College of Apothecaries” : 

The importance to our industry of successful, new product introductions was 
recently pointed up in a survey by a New York research firm. The survey 
forecast, that by 1965, new products will account for approximately 50 percent 
of total retail drug sales. ; 

Accordingly, you can see that research means self-preservation and 
serves the manufacturer. 

Now, let’s see how this research works for the public. 

With the introduction of dexamethasone (Deronil-Schering, Deca- 
dron-Merck), a drug of physiological activity approximating eight 
times the anti-inflammatory properties of prednisone, was made avail- 
able. Accordingly, the dose of deronil, for equal anti-inflammatory 
properties, is one-eighth that of meticorten, which is sold to the public 
for $25 to $27 per 100. Instead of paying $3.15 or $3.30 per 100 for 
the new product, “Deronil,” the wukile is still paying the same $27 
per 100. 

From this, it is obvious that the public does not benefit by the ap- 
plied research of the pharmaceutical industry. It is also obvious that 
the selling price for a particular ethical specialty product is not predi- 
cated on the cost of the materials but rather, predicated on what the 
traffic will bear. 

In other words, if we, in the field, introduce a new product that is 
10 times as effective, and which costs us one-tenth the amount per dose, 
and if we reduce our selling price to one-tenth of the price for the 
product already on the market, we have just reduced our market and 
cut it to one-tenth of its previous volume. 

This is not a businesslike way of doing things, when you have a 
natural monopoly going, now, in a captive market. It can only occur 
when true competition sets in. 
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With reference to research which is done in the pharmaceutical field, 
it is a fact that, in the year 1959, under National Institutes of Health 
programs, $142,627,730 was awarded for research grants. The pro- 
gram supports medical and biological research that is essentially 
basic in character, and, incidentally, it almost equals the entire amount 
spent by the pharmaceutical field. 

The findings of the NIH grantees provide a valuable reservoir of 
knowledge for scientists conducting applied research in the pharma- 
ceutical field. Other basic research in the medical and biological field 
is supported by out-of-the-pocket public contributions to such funds 
as muscular distrophy, the heart fund, cancer research, City of Hope, 
tuberculosis seals, et cetera, et cetera, ad infinitum. To these is added 
grants made by such institutions as the Ford Foundation, Rockefeller 
Institute, et cetera. 

Now, add to all of this the various university and alumni research 
foundations plus the tremendous additional research carried on 
throughout the world, in many other countries. When you look at 
the whole research picture, you know that, truly, the large pharma- 
ceutical manufacturer has no monopoly on research in the medical 
field. However, the way things stand now, they do have a monopol 
on the profits derived from the basic research done by others, as os 
as the small amount of applied research which they, themselves, do. 

For example, the funds necessary for the development of the Salk 
vaccine were contributed mainly by public donations. The profit 
from the $53 million sales, at wholesale level, was shared by only five 
large drug concerns. 

The smaller manufacturer, even if he had the means of applying 
additional research, to develop unique products for the market, would 
still lack the funds to properly propagandize and promote such items. 

As an illustration, Mr. Tobias Wagner, advertising director of 
Smith Kline & French, stated that his company spent $130,000 on 
eight mailings to physicians, merelyedevoted to the discussion of the 
hazards attending the use of a product called thorazine. 

From this, you might imagine the program attended to advertising 
the attributes of this product and then, add additional costs for direct 
mailing, sampling, detailing, and various general advertising and 
you get a fantastic picture. 

The tendency, today, is for the pharmaceutical company who, a 
few short years ago, considered a full-page journal ad, in color, suffi- 
cient to gather the physicians’ attention, now uses 4-, 8-, and 16-page 
inserts. Some of these inserts actually assume the proportion of 
exhaustive monographs. Business is so good in the medical journal 
field that there are over 300 different journals which exist on the basis 
of paid advertising of ethical pharmaceutical specialties. It is esti- 
mated that, in today’s market, journal advertising, direct mail adver- 
tising, and sampling, would require en expenditure of approximately 
$1 a to do an effective job in partially promoting a single ethical 
specialty. 

This, however, is not the most expensive part of the advertising 
program. According to a speech delivered by Mr. Tobias Wagner, 
- a recent National Pharmaceutical Forum for pharmacy educators, 

e states: 


The well-trained detail man can do what medical ads and direct mail cannot 


a phamaceutical company spends between $9 and $10 for every physician 
visit. 








——- 


~ wv VS 


it 





eee 





ADMINISTERED PRICES 8219 


Couple this with the 200,000 physicians in the United States and 
we get a cost of $2 million for making only one detail call on each 
physician. 

Well, it is not necessary to cover every physician with one detail, 
so, let us cover only one-half. It is, therefore, my conservative estimate 
that it has taken, in some cases, $2 million and $3 million of initial 
advertising to bring certain new products into the marketplace, in 
the light of the tremendous pressure and competition for the phy- 
sician’s eye and ear. 

In answer to the pharmaceutical manufacturers’ oft-quoted excuse 
that pharmaceutical detail men are not, in effect, walking advertise- 
ments, but are walking encyclopedias and educational type of per- 
sonnel, I quote Mr. Herman W. Leitzow, vice president, Schering 
Corp., in an article which appeared in “Proceedings of Program, Mid- 
Year Conference, American College of Apothecaries” : 

So, you see, we believe in the preeminent importance of detailing. We believe 
that our trained, highly professional sales representative is the most capable 


medium, we have, of persuading the physician to prescribe our products and the 
pharmacist to stock them. 


In the same place he quotes again: 
Being experts— 
he refers to the detail men— 
in professional relations, they instinctively act so as to please the physician. 


You will note that Mr. Leitzow calls these detail men professional 
sales representatives, a most appropriate terminology. These men 
are out to sell the attributes of their company’s product. The educa- 
tional aspect is a byproduct; however, it is very important, to the 
physician, and he holds these people in high esteem. 

With reference to the various suggestions I was asked to make, I 
would like to make the following recommendations: 

A. That legislation, to limit the advertising expenses and profits of 
pharmaceutical companies, be investigated. 

B. That a program, to educate the physician that he is, in fact, the 
purchasing agent for thousands of consumers, when he writes pre- 
scriptions and, that, as such, he has an economic responsibility to all 
his patients. He should be taught to prescribe both for quality and 
economy. He should make every effort to see that medication is 
available to his patients at reasonable cost. Products selling in excess 
of 10 times the cost, of the ingredients, should be discouraged. 

C. That a formulary should be issued to physicians, by the National 
Institutes of Health, not only listing trademarked items and their 
generic equivalents, but that the formulary should, also, point out the 
relative costs between generic and trademarked products. 

D. That generic names be simplified. Manufacturers, when they 
select trade names, select simple and euphonic names. When generic 
names are selected, they are usually difficult to pronounce and to re- 
member. It should be incumbent upon those who assign a generic 
name, to a new product, to make it simple and easy to remember. 

Note what exists now, for example: 


Trade names Generic names 
MONCTON ia ici tetigalcbcitei brine coi Diphenylhydantoin sodium. 
INN irc ad Phenylazo-diamino, pyridine HC1. 


UU ia ca ii ad ree ee ee Penta-erythritol tetranitrate. 
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E. That steps be taken to limit the tenure of a pharmaceutical 
product patent and that the extensions of trade names, after the 
patent has expired, should be abolished; for example, Elixir Luminal 
which is elixir phenobarbital, has been on the market, now, for ap- 
proximataely 45 years, and even today, its price, per gallon, is $8.75, 
whereas elixir phenobarbital is available at a high price of $5.25 per 
gallon and a low of about $4.25 per gallon, depending on the brand. 

The name Elixir Luminal has been perpetuated and one has only 
to check the difference in price of the trademarked item, as against 
the generic name, to recognize the hazards in permitting a manu- 
facturer to perpetuate his trade name after the patent has expired. 

F. That medical schools give their students a thorough and more 
intensive course in prescription writing. They should be taught in 
the college, to write and prescribe generic names which appear in 
the U.S.P., N.F. and N.N.R., and more important, they should be 
taught that their economic responibility is to the patient. 

G. Finally, that patents on essential, or if you will, i fesaving drugs, 
should be entered under the public domain, so that public health is 
not at the mercy of patent-protected, legalized monopolies where 
licenses are only given to those parties who keep and sustain falsely 
inflated market prices. 

Thank you very much. 

Senator Krrauver. Thank you very much, Mr. Blackman. 

We will have a 10-minute recess at this time. 

(A brief recess was taken. ) 

Senator Keravuver. We are grateful to you for the information 
that you have so forthrightly brought to the subcommittee, Mr. 
Blackman. 

We have had several requests for copies of Mr. Blackman’s state- 
ment. We did not have time to have them mimeographed, but it is 
being mimeographed now and it will be available later on. 

Just one question to begin with,*Mr. Blackman: You said that 
your products were as good or better than the best. 

Mr. Buackman. Yes, Senator Kefauver. 

Senator Kerauver. Your laboratory has an old and good repu- 
tation ? 

Mr. Brackman. We have an old and a good reputation, but we 
have been castigated by some of our competitors because our prices 
aren’t where they would like to see them. 

Senator Krravuver. Senator Wiley, you have some questions to ask? 

Senator Witry. That last statement is subject to misinterpreta- 
tion. You mean that they have been talking to you about these 
prices ? 

Mr. Biracxman. When they talk to us, they are pretty friendly. 
It is only when they talk about us that I refer to this castigation 
or innuendo. 

Senator Winey. I don’t think you answered my question. Do they 
talk to you about fixing prices? 

Mr. Buackman. Have I ever been approached on price fixing? 
The answer is “No.” 

Senator Wirey. A little louder, please. 

Mr. Buacxman. I have never been approached on price fixing, 
Senator Wiley. As I pointed out, however, in my prepared statement, 
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price fixing, just because it does not exist, does not say that this is 
not a—— 

Senator Witey. I think that a full explanation might have been 
inferred from your previous statement, and I am glad to get it 
because you have gone off on so many tangents in this particular 
hearing that I don’t know yet whether there has been any claim that 
there has been a conspiracy in relation to fixing of prices, though the 
exhibits show somewhat to the contrary. And there has been, of 
course, a definite showing, and I confirm it, that there is a differen- 
tial in the price scale of these drugs, and I suppose that is true in 
pretty near everything that humans wear or eat, or anything else. 

I am interested, however, in this matter that you have covered 
rather extensively, and it has been shown that there has been a great 
deal of money spent in propagandizing what you might call the drug 
habit. I am not in favor of that whether it is from the standpoint of 
smal] companies or big companies, and I think the fact that there is 
a tendency to make through not only radio but television people who 
may have little growing pains or something else filled with the idea 
they have got something else. 

Now your advertising, from what little I have seen of it, you claim 
is clean, definite, and tells particularly the constructive features of 
the drugs you handle, is that right ? 

Mr. Biackman. Senator Wiley, would you please restate that ques- 
tion? I don’t think I understand the question, rightfully. 

Senator Witry. What I am getting at is, in your advertising you 
claim that everything is as it should be. 

Mr. Buackman. | think we do not claim it in our advertising be- 
cause it is assumed, and our advertising implies it rather than claims 
for it. 

After all, in advertising, there is a technique. If you claim that 
your product is as good as, then you are always relegated to second 
position. So, in our advertising, we do not make that type of claim. 

Senator Witey. Do you feel that it is full of suggestions so that a 
child or anyone else reading would feel that he should take one of 
your pills? 

Mr. Backman. No, Senator. 

Senator Witry. Now, Mr. Chairman, I was out of the room for a 
little while, and several people spoke to me and said that this witness 
had gone all over the 40-acre lot. I enjoyed his testimony, but they 
wanted to know whether there was going to be opportunity to rebut 
him of the things that he testified to. 

Senator Kerauver. These same big companies that have testified 
here will be brought back from time to time on different products, so 
that they can talk about anything they want to. 

Senator Witxy. Do I understand the answer to that question is 
“Yes,” then, so that you will not be accused of not conducting an open 
and fair hearing? 

Senator Kerauver. We want everybody to have a change to be hear 
as fully as they want to be heard. We will certainly afford them that 
ee 

Senator Witry. That is all. 

Senator Kerauver. Senator Hart. 

Senator Harr. Mr. Blackman, I understood you to say that you 
do employ these detail men. 
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Mr. Buackman. We did, prior to the end of 1956. 

Senator Harr. What did you seek in applicants for those jobs? 

Mr. Biackman. We endeavored to get registered pharmacists for 
the most part, and oddly enough, even at the low wages that we were 
paying, say $130 to $150 a week, there was no dearth of pharmacists 
available for this type of position. 

In other words, they made less in the drugstores, so we could get 
pharmacists as detail men. 

Senator Harr. Are you familiar with, or did you give an instruc- 
tion as to, what their presentation should be on their calls to 
physicians? 

Mr. Buackman. Yes. These detail men were actually carefully 
schooled. They were headed up by experienced elder statesmen, as 
it were. They were given what we called the “canned detail.” They 
were exercised in the pros and cons as to the merits and disadvantages 
of the products which they were advertising. And they were schooled, 
intelligently, as to how to answer questions on any given item that 
we were detailing, at any given time. 

These men, because they were really specialists in one product at 
a time, could gather, usually, more background than the average 
physician. Of course, they are working one item, whereas a physician 
must know about thousands. 

Senator Harr. So far as the detail men who were employed by you 
are concerned, you would say that they contributed to the knowledge 
of a physician and his understanding of the product, is that right? 

Mr. Biackman. To a limited extent. Let’s not beg the question. 
They were out there to sell our products to the physician. 

Senator Harr. Let me explain my attitude at this juncture at the 
hearing, lest you are hesitant to answer my question. 

_I, as my questions perhaps have already indicated, am neither physi- 
cian, pharmacist, nor scientist. I have no preconception about who is 
right or who is wrong, and whether there is somebody guilty of some- 
thing or other, or not in this business. 

Indeed, to the extent that prices are high and people go without 
drugs, I have a suspicion that perhaps all of us are guilty, and in a 
specific sense, none of us. 

I am just trying to find out so that I can better evaluate this record 
of what a detail man did for you, and whether you think a physician 
was better off because he called on him or not. 

Mr. Biackman. First, to answer the first part of the question, the 
detail man did a job for us in selling, promoting and propagandizing 
the name of a particular ethical specialty that we were featuring, 
during a given time. 

_ Now, the second part of that question, in trying to evaluate the 
importance of this man in relation to the physician, the physicians, 
most of them, like to see detail men. T think show: 70 percent of them 
do see detail men. It makes it easier for the physician, because he 
can know about new drugs without delving through masses of clinical 
background. The detail man gives him a nutshell presentation, as it 
were, and for this purpose he is held in high esteem by the physician. 


However, I point out to you that the material that they present is 
often jaded 
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Senator Harr. Let me go at it the other way. 
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IT am running a streak of bad luck and I am sick. I go to a doctor. 
That doctor has been called upon by your detail man. As a patient. 
am I luckier that he has been called on by detail men or not? 

Mr. Buackman. The Premo detail man? 

Senator Harr. Your detail man. 

Mr. Bracxman. I would say not necessarily, and probably not. 
In other words, he can get the same information from his medical 
journal, and if he got it from a detail man—well, let me put it to you 
this way: 

I feel that, to a certain extent, the doctor has been had. He relies 
and confides in these detail men. They are neither his confidant, his 
friend, nor his professor at school. They are pure, unadulterated 
salesmen. 

Senator Harr. Is that what you sought when you hired them ? 

Mr. Buackman. Absolutely. 

Senator Harr. I think that you made a very effective point in your 
text. I can’t find it at the moment, but you suggested that in this 
area the physician is the purchasing agent of the person who is his 
patient. 

Mr. Biackman. May I state that while it is not an obvious fact 
to you Senators, very recently in an experiment that I personally 
conducted under the most favorable conditions in a conference with 
a physician in my office, it took me two and a half hours to bring that 
physician to that state of mind where she would accept the concept 
that she was, in effect, a purchasing agent. 

Senator Harr. To the extent that the physicians of this country 
feel that they are being criticized unfairly by the lay public because 
of medical costs, they may find that this criticism would be reduced 
if they did more clearly sense that there is an economic implication 
in every prescription hey write, if in fact it would be possible for 
them to obtain for their patient the equivalent quality drug by picking 
manufacturer B instead of manufacturer A. 

Mr. Buackman. The question is, really, not a simple question. In 
order to convince a physician that he is getting an equivalent product, 
merely writing the generic name is not sufficient. 

In the hospitals, when they get a formulary together, for example 
at Lennox Hill Hospital, we had our plant and facilities oxaeiledll ty 
Mr. Bogash, their hospital pharmacist, and our facilities had to first 
be approved before our generic products could be accepted as equal. 

Now, if a pen could be devised where the public could benefit by 
such a formulary, it would be a wonderful thing. 

Senator Harr. One last question on detail men, and I must tell you 
that from our exchange, I am still not satisfied. I understand the 
assigned role of these people, but did the detail man of yours talk to 
the physician about prices ? 

Mr. Buackman. No. As a matter of fact, they were instructed not 
to, and further, may I expand that a little more? 

Senator Harr. Yes. 

Mr. Brackxman. The Pe pharmacist feels that the detail 
man has no right to tell the physician what the cost of medication 


is going to be. Oddly enough, he has his professional rights, too, and 
he feels the physician cannot predetermine his professional rates, not- 
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withstanding, for practical purposes, the physicians often ask the 
retail price of a medication from the detail man. 

The ironic part of the thing is they never ask what is the basic cost 
of this ingredient, and how much does it now cost my patient. 

In an experiment we conducted, we asked a group of physicians to 
put this very question to the detail man. They received no answer, 
to date. 

Senator Harr. So that while you may leave the doctor’s office with 
the doctor knowing what is wrong with you, but unwilling to tell you, 
he couldn’t tell you how much the prescription would cost that he is 
giving you, is that right? 

Mr. Birackman. Well, the answer is, practically, he can; the pharma- 
cists feel that he should not. 

Senator Harr. He could? 

Mr. Brackman. That is right. 

Senator Harr. Thank you very much. 

Mr. Brackman. Thank you. 

Senator Keravuver. Mr. Blackman, first I want to say that Senator 
Wiley asked you about this catalog. This is a hospital net price list, 
and you say that this is the same to the druggist 4 

Mr. BuackMaNn. Yes. 

These prices are available in another catalog, to the pharmacist, and 
they are identical. 

Senator Krravuver. But to the pharmacist you have proprietary 
drugs in the catalog also, is that right ? 

Mr. BiackmMan. That is correct. 

Senator Krravuver. And you will furnish a copy to the committee 
of your full catalog list ? 

Mr. Biackman. I have noted that and I will send it directly to 
Senator Wiley, is that correct? 

Senator Kerauver. And send one also to the committee so that we 
can have it in our files. . 

(The complete catalog referred to may be found in the files of the 
subcommittee. ) 

Senator Kerauver. You have given some examples of how the prod- 
uct you make is much lower than the same product of some of the big 
drug firms. You have given five examples. Is that substantially 
true of the other ethical drugs that you make? 

Mr. Buackman. Yes. I picked, at random, several examples. You 
will note that they are not all dramatic examples. Some show a 100 
percent difference and some show a 300 and 500 percent difference. 
They are all picked at random from the catalog, with no other moti- 
vation than just to show a cross section. 

Senator Krravuver. So if you go through the whole catalog, these 
four or five examples would be illustrative of what you would find all 
the way through ? 

Mr. Brackman. They would be, more or less, typical. 

Senator Keravver. Yes. Let’s take steroid hormones which we 
have been discussing particularly here. Do you make steroid hor- 
mones ? 

Mr. Biackman. We make steroid hormone preparations. We are 
a pharmaceutical house. We do have a chemical synthesis setup as- 
sociated with our business, but it is separate. We purchase the raw 
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materials and process them into pharmaceuticals, injectables, tablets, 
ointments, et cetera. 

Senator Kerauver. Who do you purchase your prednisone from ? 

Mr. Brackman. Most of the purchasing is done through my brother, 
who runs a chemical buying organization. However, I understand 
that we have bought from Merck directly, through Syntex indirectly, 
I think Organon, a few others. bs 

Senator Krrauver. What is your price for prednisone, 5 milligram 
tablets / 

Mr. Buackman. Our price to the drugstore is approximately $2.35 
per hundred. 

Senator Krrauver. We have some of the prices on this chart for 
100’s. Schering, Upjohn, and Merck are $17.90, the same for each. 
The lowest price we seem to have there is Physicians’ Drug and Sup- 
ply, about $4. Your price to the hospital or to the drugstore is what, 
per 100? 

Mr. Brackman. About $2.35 per hundred tablets. It would be 
below any price on that chart. 

Senator Kerrauver. Do you make a profit at that price ? 

Mr. Birackman. Wecertainly do. 

Senator Krrauver. Is your product as good and as safe as any of 
these others ? 

Mr. Brackman. I would say it is as good as any and better than 
many. 

Senator Krrauver. You are in this business and the Government 
inspects your product and your plant, doesn’t it, sir? 

Mr. Biuackman. It certainly does. 

Senator Krrauver. You bid to the MMSA, which is the agency that 
buys medicine for the military, is that correct ? 

Mr. Buackman. That is correct. 

Senator Krrauver. Do you do a lot of business with the Gov- 
ernment ¢ 

Mr. Brackman. During the last 2 years we have done an increased 
amount of business with the Government, only to make up for the 
loss of business that we have encountered in the drug industry, gen- 
erally, to the stores, for example. 

Senator Krrauver. We have some illustrations of where you have 
bid and you have been awarded contracts. -For instance, in March 
1958 on prednisone MMSA_ paid—let’s see, in February 1959 the 
MMSA price was down to $20.98 per 1,000 tablets and you got the 
contract. Do you remember that ? 

Mr. Buackman. I know of the contract. 

Senator Krrauver. At the same time Schering bid $23.63, Merck 
bid $63.70, yet the price of Merck, Upjohn, and Schering to the drug- 
gist was $170 on the same product that was sold to the Government for 
$20.98. Do you remember that bid 

Mr. BuackMman. I am familiar with the bid, sir. 

Senator Krrauver. We have here the record from the military. In 
1958 you were the successful bidder on prednisone. You bid against 
Schering, Merck, and a lot of others and you won the bid at $38.40. 

We will make it exhibit 63 for the record. 

(Exhibit No. 63 follows :) 
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Senator Krravver. So the big companies do compete with you 
when it comes to selling to the Government ? 

Mr. Buackman. The big companies will only compete with us when 
the monopolistic aspect of the captive market is removed. In other 
words, these seaman, where you see competition such as Government 
bids, hospitals, who purchase on formulary, and the like, there and 
there only will you see true competition because the consumer, here, is 
not a captive to an advertised trademark. 

Senator Krrauver. You also sell to the Veterans’ Administration ? 

Mr. Biackman. That is correct. 

Senator Kerauver. You sell other drugs than prednisone. Do you 
sell several other cortisone products ? 

Mr. Biacxman. That is correct. 

Senator Krrauver. What is your price on prednisone that you make 
from Merck’s own product ? 

Mr. Biackman. Our current market price? 

Senator Kreravuver. Yes. 

Mr. BuackMan. $2.35. 

Senator Keravuver. You can make it available to physicians, drug- 
stores, hospitals, pharmacists, and make some profit at least at that 
price. What is your reaction to this price of $17.90 ? 

Mr. Biackman. The price is a legitimate price, oddly enough, be- 
cause it takes into account the tremendous expenses that Schering, 
Upjohn, and Merck have to account for, in their advertising budget, 
and it, also, is reflective of these 30- and 40-percent profits that they are 
able to make. But please note again, Senator, that those prices could 
not be up there, where you see them, if the customers was not a captive. 

Senator Keravuver. In other words, when the physician writes a 
prescription for meticorten, which is Schering’s prenisone, the patient 
can go to any or all the drugstores he wants to, or to all the pharmacists, 
and he is still going to have to get that product at that price? 

Mr. Buackman. That is correct, Senator. 

Senator Kerauver. As the matter now stands in these ethical 
medicines, what was it you said about the only real competition being 
for the eye and the ear of the physician? Is there any real price 
competition going on ? 

Mr. Brackman. The only price competition that goes on is among 
the smaller manufacturers who sell generic products. They are left 
to battle for the 10 percent, of the market, that remains after the trade- 
mark prescriptions are filled. There are, also, many such small com- 
panies, and for this small part of the market, they compete strenuously. 

Senator Krerauver. But that is only 10 percent of the market. — 

The rest is 

Mr. Buacxman. Is pretty: 

Senator Kerauver. Is divided between the big companies whose 
prices are all the same. 

Mr. Biackman. That is correct. 

Senator Kerauver. I think Merck and Schering said that their 
selling cost was about 32 or 33 percent, so that about one-third of 
every dollar paid for the medicine is going into advertising or pro- 
motional cost. Is that what you were talking about in your discussion 
of prices? 

Mr. Brackman. Exactly. 
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Senator Kerauver. And profits? 
Mr. Buackman. That’s right. 
Senator Kerauver. You said in your statement that you had been 
refused a license. By the way, do you do research yourself? 

Mr. Buackxman. Yes, we do. As mentioned in the speech, we do a 
modest amount of research. I am not prepared to give you, as the 
other companies did, the percentage of research we do in proportion 
to our sales volume. But, if you would show me how they arrive at 
their figures, I could arrive at an intelligent figure. You see, research 
is a very broad and nebulous term. They may include many things 
under that category. 

Senator Krerauver. They may even include paying an attorney for 
getting a patent or defending a patent. 

Mr. Buackman. Well, I imagine they do that. 

Senator Kerauver. Do you think that in proportion to the size of 
business you do compared with the big companies, you spend a pro- 
portionate amount for research ? 

Mr. Brackman. No, I wouldn’t think so, but I have no real informa- 
tion one way or the other. I would say it is an educated guess, when 
I say that we spend less in proportion. I would only know this after 
I looked at a statement of their operation. 

For example, I would like to see whether they include ordinary 
laboratory controls and analysis of incoming raw materials, inter- 
mediary products and finished products, as research expense. 

It is not in my conception a research expense. 

Mr. Kirrrie. Have you had any patents issued to you? 

Mr. Biackman. Premo owns, as mentioned before, 37 patents. 

Senator Kerauver. You have developed a number of pharmaceuti- 
cal products in your own laboratories? 

Mr. Buackman. These products have been developed in our own 
laboratories, and one product, I feel, has a very important, economic 
significance in the antibiotic field. Let us say, it was significant 
enough, where several big companies stepped down from their lofty 
position and condescended to take a license under our patent. 

Senator Kerauver. What is this product? 

Mr. Buacxman. This product dealt with the treating of vials for 
injectable medication. It was a silicone processing of the inside of 
the vial, which allowed the physician, at all times, to view the contents 
of the vial, because the medication drained freely from the wall. 

Economically it had significance because a 10 cubic centimeter vial 
of medication must deliver 10 individual doses of medication. If 
medication hangs on the wall of the vial, excesses must be put in. 

When companies utilize the feature of our invention, they could, 
materially, cut down the excesses required in the finished product and 
it had a real economic significance. 

Senator Krerauver. You don’t refuse to license any companies on 
any patent that you have, do you, if they are reputable companies? 

Mr. Birackman. Not at all. 

Senator Krravuver. You believe in free licensing by a pharmaceu- 
tical company ? 

Mr. Biackman. I certainly do. 
35621—60—pt. 14 
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Senator Kerauver. What is the policy followed by some of these 
large companies on licensing? 

Mr. Buackman. I cannot tell you of any significant patent in the 
pharmaceutical field that we, and several of the smaller drug firms, 
have been licensed under. 

Senator Krerauver. Have you tried to get licenses? 

Mr. Buackman. On a few occasions. Mostly, we knew it was futile, 
but we tried here and there. 

Senator Keravuver. In your opinion are they trying to follow a 
licensing policy to monopolize the drug, monopolize the market, and 
cut the little fellow out ? 

Mr. Biacxman. It is my considered opinion, and I think it will be 
borne out by facts during this investigation, you will find that their 
patent privilege is actually abused. 

Senator Kerauver. You said here that you tried to get a license 
from one of the companies and were refused. What was that for? 

Mr. Biacxman. That was for tetracycline and we requested a 
license from Pfizer. It was an oral request, on a friendly basis, by 
my father to Pfizer, and the answer was an unequivocal “no.” 

Senator Krerauver. Do you sell dexamethasone ? 

Mr. Biackman. No, we do not sell dexamethasone. 

Senator Keravver. Do you sell cortisone? 

Mr. Brackman. Yes, Senator. 

Senator Kerauver. When you have a finished product like predni- 
sone which you buy from Merck, after you buy the raw material from 
a reputable concern, what do you do with it? What do you have to 
add to it? Do you add any medication ? 

Mr. Buackman. No, medication is not added. It depends what the 
final use of the product is. May I answer this briefly, in this vein: 
when a product comes into our plant, a raw material, it is held in an 
area where products are confined “not for use” because they have not 
been assayed and, after the sample*has been taken by the chemists 
and a laboratory assay has been completed, it is inventoried and given 
a control number. 

That raw material may now be used in formulating several phar- 
maceutical products. The pharmaceutical products, in turn, at various 
states of their production, can be analyzed as to their potency to see 
how they are coming along and the finished product is again analyzed. 
If it is found to be correct, by the laboratory, they release the product 
and assign it a laboratory control number. 

I could go into more detail, but I don’t think that is what you want. 

Senator Keravver. I think that is sufficient. All right, Mr. Chum- 
bris, you have some questions. Wait, excuse me just a minute, Mr. 
Dixon has some questions. 

Mr. Dixon. Would you like to manufacture dexamethasone? 

Mr. Brackxman. I would love it. 

Mr. Drxon. Dexamethasone is under a patent which has not been 
issued as yet. 

Mr. Buackman. That is correct. 
Mr. Drxon. Do you understand it to be in interference? 
Mr. Buackman. That is correct. 
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Mr. Drxon. Do you have the research facilities or the capacity to 
manufacture it? 

Mr. Biackman. We do not have the complete capacity to manu- 
facture it, but we do have the know-how to a certain extent, and 
we do have a chemical plant that could be devoted to this product. 

However, we have not started on this type of product because 
we fear that, as soon as we develop it, and, in the short period where 
there is an interference, we may invest a sizable amount of money 
in manufacturing a product only to find that, a few months later, 
we will not have the right to sell it. 

Mr. Drxon. You have anticipated my further question. In other 
words, if you invested the sum of money necessary to manufacture 
such a product, and the patent was issued, you would either have 
to have a license or else your investment would be null and void. 

BriackMan. I assure you our investment would be null and 
void. 

Mr. Drxon. You mean that you don’t think you could get a license? 

Mr. Brackman. With as much assurance as any human being can 
muster, I feel we would not get a license. 

Mr. Drxon. Do you manufacture or sell prednisolone? 

Mr. Buackman. We sell prednisolone in various forms. We donot 
manufacture the basic material. 

Mr. Dixon. Do you get that in the same manner that you get bulk 
prednisone? 

Mr. Buackman. Exactly. 

Senator Witey. In thesame name or a different name? 

Mr. Brackxman. In the same manner, a different drug, slightly 
different. 

Mr. Drxon. On the question of names, do you sell under any trade- 
mark names? 

Mr. Buiack. We do, but most of the trademark products that 
we have are over-the-counter type items. 

Mr. Drxon. Over-the-counter type items are proprietary ? 

Mr. Birackman. That is correct. 

Mr. Drxon. Let’s stay with ethical prescriptions. 

Mr. Biacxman. We have very few trademark prescription items 
inour catalog. There are some. 

Mr. Drxon. So even when you had detail men, your detail men 
were of necessity trying to persuade the doctor to prescribe by generic 
names; were they not? 

Mr. Biackxman. No. 

Mr. Dixon. What do you call your product? Do you give it a 
name? You just don’t register it? 

Mr. Birackman. The products that we tried to detail were products 
emulating other types of ethical specialty marketing. We had as- 
sumed, now, a burden of high advertising costs and we had assumed 
a burden of high detailing costs, and we felt that we would like to 
be compensated with profits of 40 or 45 percent before taxes, and, so, 
the detailing that we did, at that period of time, was on items that 
were trademarked and of an ethical specialty nature. 

Mr. Drxon. In explanation of the $17.90 price as reflected on the 
chart on the easel for prednisone tablets, 5 milligrams per 100, when 
representatives of the Schering Co. as well as the Merck Co. were here, 
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in addition to explaining the necessary high price in terms of adver- 
tising and promotional expense, we were told that it was also necessary 
to assign to it part, of their research expense. When you buy bulk 

rednisone from Merck, is it your understanding that you are paying 
in that bulk price for the research expense that went into it? 

Mr. Buackman. Of course, and you will note than even Schering 
only makes a claim of research in the area of 8 percent. This research 
business is, as I pointed out in my speech, a red herring. 

It is a smokescreen. It is only at best 8 percent. How can it affect 
an inflated price, which you yourself see, to be 2,000 or 3,000 percent 
over cost of material ? 

Mr. Drxon. The thing we can’t understand is this: I don’t recall 
who said this, but some one insisted that people who bought in bulk 
and then sold were kind of getting a free ride on the product, because 
they had not contributed anything to research. Do I understand you 
to feel that when you purchase this in bulk, you pay a justifiable 
amount for the research that went into the product? 

Mr. Bracxman. That is exactly correct. I assure you that there 
is no free ride in this industry, given by any of the big manufacturers. 
If they are selling, to us, in bulk, it is only because we can buy it from 
somebody else at the same price, in bulk. 

If Merck sells prednisone to us at $2.35 a gram, it is because the 
same product is being offered by Syntex or Organon. All of them 
have contributed research work, and all of them make it back when 
they sell both, in bulk and in specialty form. 

Mr. Drxon. I would like to interrogate you on this question of 
patent applications for prednisone. We understand that there is an 
interference proceeding among five applicants. 

Mr. Bracxman. It also illustrates, 1f you will excuse me, that there 
is no monopoly on reasearch. When you can get five companies coming 
in and claiming the same patent, you can see that there is much 
duplication of effort. ‘ 

Mr. Dixon. On the question of this interference, we put into the 
record the various licenses and cross licenses that were entered into 
by Schering with Merck and Schering with Upjohn and vice versa. 
There was a restrictive provision in those license agreements that the 
product would only be sold by the licensee in finished form. 

Do you have any explanation as to why the signers of these agree- 
ments began to sell in bulk to companies such as your company? Do 
you have any information on that point ? 

Mr. Brackman. They sold in bulk to us because we could get it 
from other sources. 

Mr. Drxon. Name that source. 

Mr. Brackman. We will take Syntex for one. 

Mr. Drxon. Is it your opinion that agreement broke down purely 
and simply because Syntex was selling in bulk in the American 
market ? 

Mr. Buackman. Definitely, it is my opinion that that agreement 
broke down because bulk material was available. The little thing 
that they had rigged didn’t go the way they wanted it to, and so, they 
had to come out and compete, because Merck likes to sell us as well 
as anybody else. Our money is good. 
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Mr. Drxon. On dexamethasone, which is the latest corticosteroid, 
have you attempted to buy that product in bulk ? 

Mr. Birackman. Yes; we have. 

Mr. Dixon. From whom did you attempt to buy it? 

Mr. Brackman. We have written to about eight firms, Schering, 
Merck, Syntex, smaller firms, Organon, Hoffmann-Taff. I would say 
about a dozen firms. 

Mr. Dixon. It is my understanding that in the American market 
today dexamethasone is only being sold by three marketers, Merck, 
Schering, and Ciba. We found out from Merck that they had sold in 
bulk to Ciba, so that would explain Ciba to me, because they have 
not, they say, licensed anyone. So the two parties to the interference 
are Merck and Schering. Neither has licensed anyone, but one has 
sold in bulk. That is Merck to Ciba. So that explains the third party. 
Now you said you attempted to buy from someone else. Are there 
other small companies contemplating making this product just like 
we found out that prednisone is being manufactured by Hoffmann- 
Taff for Mr. Merck’s company ? 

Mr. Biackman. If they are making it, these smaller companies, 
they are unwilling to tell us about it. ‘Don’t forget they knew I was 
coming here. 

Mr. Dixon. I understand. Did you definitely request Merck and 
Schering to sell you in bulk ? 

Mr. BLackMan. We have. 

Mr. Dixon. Did you ask them for a license ? 

Mr. Buackman. We have. 

Mr. Dixon. Was the answer no to both of those requests. 

Mr. BiackmMan. There has been no answer to date, but, in all fair- 
ness, I would like to mention that these requests were recent requests. 
I still expect no answer. 

Mr. Dixon. Do you make Triamcinolone? 

Mr. Biackman. No, we do not. 

Mr. Drxon. Have you requested a license to manufacture 
Triamcinolone ? 

Mr. Biackman. No, we have not. 

Mr. Dixon. I don’t know whether you made this plain for the record 
ornot. You have given us what is now exhibit 61, which is a summary 
statement or your operations containing your "net sales and your 
profits before tax, and your advertising expense. I assume we could 
determine it from this exhibit as to what percentage of your total sales 
your advertising expense amounts to. But have you figured that? 

Mr. Birackman. No, we haven’t, because you will note that there is 
tremendous variance from year to year. Right now we are spending 
very little for advertising at this present date. 

Mr. Dixon. You have told us, I believe, that you do have research 
facilities? 

Mr. Buacxman. That is correct. 

Mr. Drxon. How many employees do you have assigned to research ? 

Mr. Brackman. It is a pretty odd thing. It is hard to say. Some 
of these men have been doing control work, that is, analysis. At any 
time we never had more than three people doing research work. 

Mr. Dixon. You inferred to me at least that your research you would 
consider to be basic research ? 
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Mr. Birackman. We have done no basic research. 

Mr. Drxon. Will you tell me what is the difference between the three 
men who you say are engaged in research and the rest of the people 
who are engaged in analysis or an intermediate checking of some kind. 

Mr. Biackxman. Initially let’s take the people who are doing analy- 
sis take them out of the picture. I don’t know whether the other 
companies have put them in or not but they are not research people. 
As far as basically research, this is the type of research carried on by 
Mas who are not motivated by profits and who are not motivated 

y trying to stay in business. 

They are not looking for a marketable item per se. Basic research 
goes on in the medical field where many different products are experi- 
mented with and tried to see if there is any clinical value tothem. It 
is a program which only has at its end the aspect of doing good for 
the public. 

Mr. Drxon. I want to pursue that point because you were very 
explicit in your statement about the amount of money that should be 
taken into consideration when anyone speaks of research in this in- 
dustry. Would you consider, for instance, the research that is being 
done at NIT as fundamentally basic? 

Mr. Biackman. That is correct, basic research. 

Mr. Drxon. Would you consider the research that is being done at, 
we will say, our great universities, either through grants or on their 
own, as basic research ? 

Mr. Biackman. Mostly basic. Sometimes they receive grants from 
pharmaceutical companies to do applied research. 

Mr. Drxon. Speaking of this industry, would you give us your opin- 
ion as to whether most of the research is basic or most of it is to 
take what has already been done as basic and extend it into a product 
that can be sold ? 

Mr. Buackman. The vast majority of the research done by the 
pharmaceutical manufacturers is applied research, motivated by self- 
preservation and the profit angle. 

Mr. Dixon. What I am trying to get at, Mr. Blackman, is this: 
Much has been said by the witnesses who preceded you of the great 
contribution that has been made to mankind and humanity generally 
by the accomplishments of this industry. 

If I understand you correctly, you are stating here that basically 
these great discoveries were made by someone other than might come 
from the company concerned, is that correct ? 

Mr. Biackman. That is correct. As a matter of fact, this whole 
field of steroids was started by a Federal grant, I think, to Merck, 
during the war. The very fact that corticosteroids have anti-inflam- 
matory effects was merely discovered as an accident, and the basic 
research was done by a Federal grant. 

If I am incorrect, I will be notified, but I think that is the fact. 

Mr. Drxon. I think that has been recounted to us. 

Mr. Birackman. Good. 

Mr. Drxon. I don’t know who paid for it, but at least it was 
stated that this was started by the National Research Council. 

Mr. Brackman. This was during the Second World War. 

(A comment by Merck on the above colloquy may be found in the 
files of the subcommittee.) 
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Mr. Drxon. Let’s go a bit further into this question of research. 
Dr. Blair suggested this, and I think it would further clarify the 
record. Am I correct in understanding that under research we would 
have basic, we might have what you have just got through describing 
as applied research, which consists of the development of a product 
after the basic research has been done, and then we have something 
else that might be called research, but you, I believe, would call it 
testing, is that correct ? 

Mr. Biackman. I don’t think that any honest person could call that 
research. 

Mr. Dixon. I don’t know whether it could come in under the internal 
revenue regulations or not, but still you would not call it research. 

Mr. Birackman. No,sir. 

Mr. Dixon. Would you care to hazard an opinion as to the per- 
centage of prescriptions written in the United States that might be 
vested in a small number of companies? 

Mr. Buackman. I think if you will select 15 companies, you can 
account for 71 percent of all prescriptions written. 

Mr. Drxon. Do you know of either one of 15 companies, which you 
must have had in mind, that quote a price to the druggist at $2.35 for 
prednisone? 

Mr. Buackman. No, sir. 

Mr. Drxon. Or anything below $17.90? 

Mr. Biackman. Not 1 cent below. 

Mr. Dixon. What is the source of your 71 percent? What is the 
basis of this estimate ? 

Mr. Bracxman. I have seen that in a survey conducted this year 
by Rutgers University on prescription writing habits and so forth. 

Mr. Drxon. Would you furnish that to the subcommittee so we can 
make it a part of the record ? 

Mr. Bracxman. I will. 

Mr. Drxon. Mr. Chairman, a moment ago you put in the record 
Premo’s sales to the Military Medical Supply Agency. That was 
marked “63.” If and when we get this document from Mr. Blackman, 
can it be “No. 64”? 

Senator Kerauver. That will be marked “Exhibit 64.” 

(Exhibit No. 64 may be found on p. 8776.) 

Mr. Dixon. Mr. Blackman, I had called to my attention that Mr. 
Austin Smith, the president of the Pharmaceutical Manufacturers 
Association, recently stated in a press release that the average Amer- 
ican pays $12 per person per annum for ethical drug products. 

Does this estimate sound correct to you ? 

Mr. Biacxman. I read his statement. I would like to go on record, 
first of all, in saying that I have in the past always held Mr. Smith 
in the highest regard. He is the very man who was helpful in having 
over a hundred of our items approved by the American Medical 
Association. 

However, I think this is typical of the gobbledygook and statistical 
mumbo jumbo that goes on in public relations. 

First of all, there is no such thing as an average American taking 
medication. The average American just isn’t sick. So he would 
have to apply the figure to the average sick American. That would 
be perhaps 10 percent of our population. And so, the figure immedi- 
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ately becomes $120. Now, not arguing with the mathematics, it 
appears to me that Mr. Smith’s figure was taken at drug wholesale 
level, and when the consumer gets it, he will be paying twice as much. 
So you can just double that and make it $240. A more accurate state- 
ment, perhaps, would have been that the average sick American is 
taking $240 worth of medication per year. 

Mr. Drxon. Mr. Blackman, are you a member of the Pharmaceuti- 
cal Manufacturers Association ? 

Mr. Biackman. No, we are not. 

Mr. Drxon. Why aren’t you? 

Mr. Brackman. I think that would be a wonderful question to 
pose to Mr. Austin Smith when he gets down here. I wish you 
would give him a little advance notice and let him prepare himself, 
then, on that. We have been, in the last 30 years recommended by 
three other manufacturers and turned down on three successive 
occasions. 

Mr. Smith, by the way, is going to like that one. I would like to 
add this: That this group who turned us down represent themselves 
as the spokesmen for the manufacturing industry and deal with the 
USP and NF committees, as representative of the industry. That 
is, their committees for revision and so forth. Yet, they have the 
temerity to exclude certain manufacturers. We are not in their 
country club. 

Mr. Dixon. You have been in business, you said, for 40 years. 
You are not a Johnny-come-lately in this business, are you? 

Mr. Birackman. No, we are not a Johnny-come-lately, but we re- 
flect what they do not want to see around. 

Mr. Dixon. Does the Food and Drug Administration recognize 
companies such as yours ? 

Mr. Briackman. Food and Drug Administration recognizes us. 
They have been very cooperative with us when we have made new 
drug applications. ° 

Mr. Drxon. But on revisions such as you spoke about, vou are not 
on the committee ? 

Mr. Buackman. No, we are not on the committee because we are 
not a member of the Pharmaceutical Manufacturers Association. 

Mr. Dixon. So, are we to understand that you have no voice at 
these conferences ? 

Mr. BuackmMan. That’s right. 

Mr. Dixon. How about other small companies of similar size or 
evensmaller? Are they represented ? 

Mr. Buackman. There are some small companies that are in the 
PMA. These companies fall into a different category—for example, 
it may be a small company promoting one ethical specialty, but at 
what the industry feels is the proper price. 

Mr. Drxon. When did your company first make application to the 
association ? 

Mr. Briackxman. I think it was 25 years ago, and I think we were 
recommended at that time, rather than made application. I think 
a member had to recommend us and we sent the check along with 
the application. 

Mr. Dixon. Have you renewed your application since that time? 
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Mr. BuackmMan. Well, we never got an answer, nor was the check 
returned. We were proposed, I think, the last time by Charles Pfizer. 

Mr. Dixon. How are you kept out? Is this a blackball proceeding? 

Mr. Biackxman. I would be very interested to find out. We were 
never notified as to any transgressions, shall we say, nor were we 
allowed to do penitence for our sins. We didn’t know wherein we 
had stepped out of line. We were never given a chance to correct 
anything that we were doing wrong. 

Mr. Dixon. Do you know of any other manufacturer that offers to 
sell to the druggist, for instance, prednisone per hundred bottles, 
5 milligram tablets, at $2.35 ¢ 

Mr. BiackMan. Yes; there are many. I think that that chart which 
shows Penhurst, Bryant and Physicians’ Drug & Supply may have 
been prepared during the year prior to our price of $2.35. I’m sure 
that if you check 

Mr. Dixon. Those are 1958 prices ? 

Mr. Birackman. Oh, well, that would do it. 

Mr. Dixon. Since you have come out with the $2.55 price, have 
some of the other smaller companies lowered their prices ? 

Mr. Biackman. I imagine you can buy for under $2.35. I’m sure 
they have. 

Mr. Drxon. Do you think the Government will receive bids—or 
maybe they have already received them—in 1959 for a cheaper price 
than $2.35 per hundred ? 

Mr. Buackman. Yes; you have cited an example where they were 
paying $20.98 a thousand, in February 1959, from Premo. 

Mr. Dixon. Have you ever been indicted or charged in a complaint 
filed by the Government for violating any of the antitrust laws? 

Mr. Biackxman. No, sir; not yet. 

Mr. Dixon. I know of some of the large companies that have, such 
as Merck, Pfizer, Parke-Davis, Ciba, and others. 

Mr. Brackman. Well, actually, I wouldn’t want to see a Ralph 
Bunche-Forest Hills deal pulled off here. We would have to decline 
membership at this stage if they asked us to come in. I like it where 
Iam right now. 

Mr. Dixon. Why? 

Mr. Biacxman. I think we look pretty good. 

Mr. Dixon. You like the way you look right now ? 

Mr. Brackman. That’s right. 

Mr. Dixon. Are we to understand—although you desire to make 
more profits and you desire to grow, you are still making a profit? 

Mr. BiackMan. Weare. 

Mr. Dixon. How is your company owned? Is it a family cor- 
poration ? 

Mr. Buackman. It is a family corporation. 

Dr. Biatr. Mr. Chairman, may I just make one statement to clarify 
a point that was raised ? 

That chart bearing the legend 1959, the figures are taken from the 
blue book issued in 1959-60. It is our understanding that they rep- 
resent prices that prevailed in the early part of 1959. Would that 
reconcile with your understanding? 

Mr. Biacxman. That is correct. 
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Senator Keravuver. Do you think the price is down now? 
Mr. Briackman. Oh, definitely, Senator. 
Mr. Drxon. That is for prednisone. What do you think is going 

to happen to that price if this interference on prednisone is settled 

Mr. LACKMAN. You mean if the interference is settled and a patent 
issued 

Mr. Dixon. To one of the five applicants. 

Mr. Biackman. The die is cast. I have not read these peculiar 
prepatent gimmicks or whatever the heck you would call them. But, 
as 1 understand it, I am not an attorney; as I understand it, if the 
patent issues, everything is all set. Everybody is out and the Mr. 5 
has it, and 

Mr. Dixon. Mr. 5 has it, and your source of supply will disappear. 

Mr. Briackman. It will die. 

Mr. Dixon. And Government opportunities to buy it for $20, 
perhaps, for a thousand tablets, what will happen to that? Will it 
disappear also? 


r. BhackmMan. The Government will then be buying at the same 

price as the pharmacist. 

Mr. Dixon. The same price as the pharmacist How about the 
local hospitals and State governments? 

Mr. Biackman. The same price as the pharmacist. 

Mr. Drxon. In other words, it will go up to $170 for a thousand? 

Mr. Biacxman. I would predict it and, in a way, I hope it happens 
so that you will see it. 

Mr. Drxon. I hope it doesn’t happen. Our taxes are high enough 
and the cost of these medicines are high. 

Mr. Brackman. Let’s say this. If the patent never issues, we will 


never know whether I am correct or not. I would just like to see it 
happen. 


Mr. Drxon. Why? 

Mr. Biackman. Because, from other things that have already hap- 
pened in this industry, I can predict it with impunity. 

Mr. Drxon. Has this happened before? Have you been in a market 
where interference was present and you had sources of supply, in 
bulk, and then this might happen and you lost your supply 

Senator Wirry. I want to ask him a question. 

Senator Krravver. Let me get this cleared up. As a citizen and 
a taxpayer, of course, you would want to see the Government con- 
tinue to get good prices. But to bring this thing to a head, that is 
what you had in mind, you would like to prove your point? 

Mr. Biackman. That is exactly correct. 

Senator Keravver. Senator Wiley. 

Senator Witey. I think you said that 71 percent of the drugs that 
were sold were sold on prescription, correct ? 

Mr. Brackman. Sold on trademarked prescriptions, and that is, 
out of 100 percent of prescriptions, Senator, 71 percent of all pre- 
scriptions sold are for branded trade names. 

Senator Wirey. That is substantially what I meant. 

Now, who writes the prescriptions? 

Mr. Brackman. Our physicians write the prescriptions. 

Senator Witey. Physicians? 

Mr. Buackman. Our physicians write the prescriptions. 
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Senator Witey. And what do you think causes them to write those 
prescriptions 4 

Mr. Buackman. I feel that, at this stage of the game, they are al- 
most brainwashed by the preponderance of advertising that 1s thrust 
upon them. 

Senator Wixey. In other words, advertising, then, is like some folks 
have to buy certain shoes because they are brainwashed; is that right? 

Mr. Buacxman. No, I do not think your simile is comparable. 

Senator Wizxy. In other words, what I want to do is compare to 
the physicians. I don’t think they are subject to brainwashing any 
more than the rest of us. When we buy things that we think are 
good, it is the result of what I call salesmanship. It may be adver- 
tising ; it may be something else. But you are a pretty good salesman 
yourself, and I have been listening and wondering how far you are 
going to go before you are through in this life. 1 am sure that you 
made quite an impression today. 

Now, I am asking again, is it the result of the advertising that the 
physician writes the prescription ? 

Mr. Buiackman. Yes, Senator Wiley, it is the direct result of the 
advertising. May I add one comment? 

Senator Wier. Now, then, as I understood you-—— 

— Keravuver. The witness wanted to add a comment, Senator 
iley. 

Me. BuiackMan. I would like to add the comment, that this adver- 
tising is not usual. It is disproportionate. 

Senator Winey. I won’t go into that, if I can conclude on the basis 
of advertising that you feel that the physicians of this country have 
been sold a bill of goods in relation to certain drugs by certain names 
that they prescribe; isn’t that it? 

Mr. Buacxman. That is correct. 

Senator Witxy. Now, then, I remember your former testimony in 
which you felt that the drugs that you handled and the drugs that 
they handled are good drugs; is that right ? 

Mr. Buacxman. That is correct. 

Senator Wizey. Now, then, it is then the question of names, really, 
isn’t it? The drugs are the same. It is some name that is adver- 
tised that you claim the physicians have been hooked on; is that right? 

Mr. Buackman. That is right, and I want to add that this is only 
possible because the physician is preoccupied in the welfare and treat- 
ment of his patient. He has not given this matter the fair considera- 
tion that it deserves. 

Senator Wirry. In other words, you don’t think, then, that the 
physician has used any judgment in relation to what he thinks are 
the best drugs? 

Mr. Buackman. The physician has not been schooled along the lines 
of economic purchasing. 

Senator Witry. Now, then, in relation to the differential in prices, 
you have admitted, one, that the cost of this advertisement is really 
enormous, isn’t it ? 

Mr. Buiackman. It is approximately three-quarters of a billion 
dollars per year, and spent on only 200,000 physicians. 


Senator Witey. And that goes into the newspapers and the maga- 
zines ¢ 
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Mr. Buackman. No, Senator. This advertising that I am referring 
to, is ethical advertising, and it is proportioned not over our country, 
but this three-quarters of a billion dollars is proportioned only over 
that small segment of our population, physicians. 

Senator Witey. Well, they have magazines, they have newspapers, 
don’t they ? 

Mr. Biackman. About 300 magazines and several newspapers. 

Senator Winey. And you mean to say that they spend three-quar- 
ters of a billion dollars on those magazines? 

Mr. Buackman. The advertising in the magazines is one part; 
sampling and direct mailing is another part, and sending men out 
with little stories is a third part. It all adds up to advertising. 

Senator Wizey. By that you mean people that come, salesmen that 
call on the physician ¢ 

Mr. Buackman. Yes, Senator. 

Senator Witry. Now, then, we have got quite a big item there that 
is not in the cost of your drug, is it ? 

Mr. Brackman. Not presently. 

Senator Witzy. Not at present ? 

Mr. Biackxman. That is correct. 

Senator Witry. Do you intend to get into it ? 

Mr. Brackman. We will continue totry. 

Senator Wirry. Now, then, with that big element, advertising, sales- 
manship, if you had the same proportion, what would you have to 
get for your drugs? 

Mr. Brackman. The very same prices that Schering, Upjohn, and 
Merck get, if I wanted to make in addition, 40 percent net profit at 
the end of the year on my sales. 

Senator Witey. Of course, that question of 40 percent net profit, 
is that before taxes or after? 

Mr. Buackman. That is before taxes, and you bring up another 
interesting aspect, Senator Wiley: . 

This tax that is being paid by pharmaceutical corporations on their 
earnings is taken out of the pocket of sick people indirectly, and, in 
a way our Federal Government is just as big a culprit, if there is a 
culprit here, as the pharmaceutical manufacturer. They would like 
to make a net 16 or 18 percent, and to do it they have got to soak the 
public so that they come out with a net 33 or 40 percent. 

Senator Witry. Well, I want to compliment you on making what 
I think is a fair statement, because first you admit the drugs that you 
sell, that these people sell, are good drugs. Now, I am not in any 
position to dispute that. 

Second, you claim that the physicians have been brainwashed by 
the advertisements of these people, and that apparently in that brain- 
washing, which is a type of salesmanship, you admit there has been 
a pretty good job. 

Thirdly, you say nothing about druggists. Do you claim that they 
are getting a big slice, too? 

Senator Krerauver. Senator Wiley, would you allow me to interrupt 
for just one second? I think in his qualifications about brainwashing, 
he referred to the economics of it, that is, the cost of the drug. 
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Mr. Buackxman. I referred, Senator Kefauver, to the tremendous 
expenditure of advertising to create a market which already exists. 
We all need these drugs. There is no reason for all of this advertising. 
It is way out of line. 

Senator Wixey. I think in that statement you are eminently fair. 
You say the purpose is to create a market that you said didn’t exist. 
Well, that is true with every commodity in America that didn’t exist 
at one time. 

Mr. Biackman. No, I say the market does exist. 

Senator Winey. What? 

Mr. Brackman. Senator Wiley, I say that the market does exist. 
When we are sick, we must buy medication. This doesn’t fall into 
the category of advertising for a washing machine, for example, to 
create a false demand, or to make a new car stylish. This field is some- 
thing we need. It is like electricity or clothing. We don’t have to 
create a false market; the market exists. 

Senator Witry. Well, again we possibly agree, because the Ameri- 
can people have been sold a bill of goods as to the utlization of drugs, 
but the point is that these people took what was there, as I understand 
it, and sold the market on commodities; isn’t that what you mean ¢ 

Mr. Brackman. They didn’t sell the people. They sold the phy- 
sician, and they sold the market. 

Senator Witry. Now, we have gotten down to the second point. 
In other words, as I said, you said before that the physician was 
brainwashed. 

Mr. Brackman., I did. 

Senator Witny. Yes. Well, now, you stick to that. 

Mr. Birackman. I amstuck with it. 

Senator Witry. And as a result of the brainwashing, you claim that 
they describe 71 percent of the prescriptions for these particular 
drugs. 

Mr. Brackman. Trademark drugs. 

Senator Wiixry. Yes. 

Mr. Brackman. That is correct. 

Senator Wirry. Now, if there hadn’t been the trademark name, and 
if there hadn’t been the sale, what I mean is the advertisement result- 
ing in the demand, then you claim the market would be open. 

Mr. BrackMan. Could you please restate that, Senator Wiley? 

Senator Wirry. If there hadn't been this, let us say, demand for 
drugs and if there hadn’t been the brainwashing of the physician for 
these particular prescriptions and for these particular drugs, the 
market then would be open for you. 

Mr. Brackman. The market would be open for all on a competi- 
tive basis. 

Senator Wirey. Correct. 

Mr. Bracksourn. Correct. 

Senator Wier. And the complaint then is that these people have 
taken 71 percent of the market and left only 10 percent for the rest 
of the small drug manufacturers. 

Mr. Biackpurn. In essence, you are correct. 

Senator Witey. Well, again I say you are a pretty good salesman. 
You had better get busy. 
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I don’t think you answered my question. There is no complaint, 
is there, in relation to the druggists, the local druggists? 

Mr. Briacksurn. I have made a note. The druggist, Senator Wi- 
ley, is abused in the exact same fashion as the public. He has no 
more right, in this thing, or power, than the public. The druggist, 
because he must fill the trademarked item, has been given markups 
of 3314 percent and 28 percent on his selling price, and his operational 
wes is from 80 to 35 percent. The average druggist makes less 
than a barber in our town. 

Senator Wier. Then because the physician has been brainwashed, 
the druggist must have on hand those drugs that the brainwashed 
physician prescribes? 

Mr. Biackman. He must have exactly, on hand, all of the trade- 
marked drugs written by any physician, at any time, and this means 
bottle after bottle of the same preparation under different labels, a 
tremendous inventory, and we, as the public, and the pharmacist as 
the businessman, pays the toll. The manufacturer does not care. 

Senator Keravver. It is 1 o’clock. 

Mr. Cuumprtis. May I just ask one question, and then if you want 
to adjourn for lunch it is all right with me. 

Senator Kerauver. How many questions do you have? 

Mr. Kirrrie. Is this the last of Mr. Blackman ? 

Senator Kreravuver. I think we should recess now and come back 
later on. 

Mr. Pecr. Mr. Chairman, I have five or six questions which I think 
are absolutely necessary in order to clarify this record. 


Senator Krrauver. Then I think we had better recess now. 

Mr. Cuumprts. Let me get this one question in. 

Senator Keravuver. No, we will recess now until 2:15. 

(Whereupon, at 1 p.m., the subcommittee recessed until 2:15 p.m., 
this same day.) 


AFTERNOON SESSION 


Senator Krravuver. The committee will come to order. 

Senator Hart or Senator Wiley, do you have any more questions ? 

Senator Harr. No. 

Senator Keravuver. All right, Mr. Chumbris. 

Mr. Cuumeris. Mr. Blackman, earlier Mr. Dixon, in referring to 
the chart on the price of 5 mg. of prednisone per hundred, was refer- 
ring to the fact that Schering was charging $17.90 per hundred, and 
at that time you stated: “In view of their cost picture, the price of 
$17.90 is legitimate.” 

You went on to explain about the profit that they make after taxes. 
I want to commend you on that statement, because you gave a fair 
answer. I mean, you said in view of their costs. Your costs might 
be different; therefore your price might be different. 

You said you charge $2.35 for 100 tablets, is that correct ? 

Mr. Biackman. That is correct. 

Mr. Cuumeris. What percentage of your overall business does that 
constitute ? 

Mr. Buackman. Corticosteroids, are you referring to corticosteroid 
drugs? 

Mr. Cuumnnrts. Yes. 
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Mr. Buackman. Only 15 percent of our overall business. 

Mr. Cuumertis. If you were to have that as your entire business, 
could you still charge at $2.35 ? 

Mr. Buackman. Yes, sir. 

Mr. Cuumeris. All right. 

Under your concern, how much of it is prescription drugs and how 
much of it is proprietary drugs? 

Mr. Biackman. At our present status, most of the medication we 
sell is for prescription, but the trend in our particular business is going 
in the other direction. We are looking to extend the proprietary end 
of our business. 

Mr. Cuumpris. In your prescription business, how much of it is 
in bulk and how much of it is in finished products ? 

Mr. Buackman. All of it is in finished product. 

Mr. Cuumenris. All of your business is in finished product ? 

Senator Witry. May L ask a question ? 

Mr. Cuumpris. Yes, sir. 

Senator Witey. You wouldn’t suggest that those doctors who give 
those prescriptions are brainwashed, would you? 

Mr. Briacxman. I would like to state that when I used the word 
“brainwashing,” I wasn’t referring to the—— 

Senator Wirry. A little louder. 

Mr. Biackman. I was not referring to the doctor’s mind in toto. I 
was referring only to the economic aspect of the prescription writing 
that he does. 

Senator Witry. Well, as a matter of fact, then—— 

Mr. Buackman. Not the therapeutics. 

Senator Wirry. There is another implication there, then, that be- 
cause of the economic benefits, that is why they are doing it. Is that 
what you mean ? 

Mr. Birackxman. The physician’s economic benefits ? 

Senator Wizey. Yes. 

Mr. Biackman. No, I do not imply that the physician has any 
economic benefit in prescribing one brand or another regardless of the 

rice. 
’ Senator Witry. All right. 

Senator Kerauver. He may have an economic benefit in prescribing 
a lower price; he may Le sure of getting his own bill paid. 

Mr. BiackMaNn. There isa point there, Senator. 

Senator Kerauver. If he doesn’t have to pay the pharmacist so 
much for drugs, he may have more to pay the doctor. 

Mr. BuackMAN. Quite true. 

Senator Wiey. Would you imply that the physician pays the 
druggist? The patient pays the druggist. 

Mr. Buackman. The patient pays the druggist. 

Senator Wire. Yes. 

Mr. Biacxman. If he has more money left over, Senator Kefauver 
says the physician is likely to get paid for his professional services. 

Senator Krrauver. It would be more likely. 

Mr. Cuumpris. Mr. Blackman, going on with this, you noted earlier, 
I believe, that three-quarters of a billion dollars goes into advertising. 
I know you have been pretty fair with your testimony this morning in 
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questions that were put to you, and I want to make sure that this record 
reflected exactly what you intended to say. 

We were talking about a $17.90 figure received by the three com- 
panies, and you pointed out the advertising costs are so tremendously 
high it is one of the reasons why they have to get $17.90. 

But in looking over the statements of Schering, I find that their 
total for selling expenses, and I think that includes advertising, dis- 
tribution, detail men, et cetera, is $25 million. 

Mr. Buackman. May I interrupt you just for one moment ? 

Mr. Cuumperis. Yes. 

Mr. Buiackman. It is a little difficult for me to follow so many 
compounded parts of a statement. Could you please explain the $25 
million selling expense of Schering in comparison, percentagewise, 
to their overall sales ? 

Mr. Cuumepris. Their overall sales are $75 million, and their selling 
expenses $25,526,000, which amounts to about 33 or 34 percent. 

Using that same 33 or 34 percent to Merck, Merck takes in about 
$210 million gross, according to their statement, so let’s say that would 
be about $65 or maybe $70 million. I haven’t figured out the exact 
amount. So adding the two together, you get about $95 million for 
the entire selling expenses, which includes advertising, and add to 
that Upjohn—and I have not seen Upjohn’s statement, but let’s sur- 
mise that it is in the area of Schering and Merck, so let’s add another 
$50 million to it. That would be $145 million for not only advertising 
but their entire selling expenses. 

That is a long way from $750 million, and as you pointed out, the 
few companies take care of 71 percent of the business. Where would 
the other, say, $600 million come from in advertising, selling, detail 
expenses ? 

Mr. Biackman. Simply from the 17 other large companies whom 
you have left out. 

Mr. Cuumerts. But you see, the only point of your testimony was 
that you were placing the burden of three-quarters of a billion dollars 
on those three companies which are getting $17.90. 

Mr. Buackman. Oh, no, I beg your pardon. 

Mr. Crrompris. That is what I wanted you to get into the record. 
In other words, the three-quarters of a billion dollars, if that is a 
correct statement, would be applicable to the entire drug industry, 
including your own expenses ? 

Mr. Biackman. That is correct. 

Senator Keravuver. Mr. Chumbris, that is clear on page 2 of his 
statement. 

Mr. Cuumepris. Mr. Chairman, I haven’t had the benefit of his 
statement in front of me. It has been 3 hours since he testified and I 
just wanted to be sure that the record was clear. 

Senator Krravver. I think it has been conceded by everybody that 
the industry total is $2.25 billion, and that one-third of $2.25 billion 
would be $750 million, which is what he said. But excuse me, I didn’t 
mean to interrupt. 

Mr. Cuumprts. That is all right, Senator. All I want to see is that 
the facts are in the record, and whoever brings them out, it is im- 
material to me except that I wanted to make sure that the record was 
balanced. 
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Let’s get to one other point that I would like to make sure is clear 
in the record, and that is the Government bids as against the price 
that is paid by the druggist. 

As I understand it, the price to the druggist is approximately $170 
per thousand, is that correct ? 

Mr. Biackxman. That is correct. 

Mr. Cuumeris. The Government bid that was given the other day 
was $29.75, and I think that you said that you sold yours for about 
$23 or $24. 

Mr. Buackman. $21. 

Mr. Cuumenris. $21. 

Mr. Brown testified that if he did all of his business on that competi- 
tive bid of $29.75, he would be reducing his price to lower than one- 
fifth of the price or 80 percent of his price. Flis gross for 75 million, 
if you reduce it by 80 percent, the gross income then would be 15 
sitition, and the expenses were $55 million. Therefore, he would be 
losing $40 million in his operation, and the U.S. Government would 
lose a little over $10 million in taxes. So therefore a company can’t 
do all of its business on the competitive bid that you sold your product, 
do you agree ? 

Mr. Biackxman. I agree to Mr. Brown’s statement, but I do not 
agree to the erroneous conclusion that you have just stated. Now, 
I want you to state the last part 

Mr. Cuumpris. Will you please correct me, then ? 

Mr. Buiackman. Will you please restate the last part of your 
question ? 

Mr. Cuumpris. All right. I think I said that Mr. Brown stated 
that if he had to do all of his business at the figure of $29.75, he 
would have to reduce his gross to the point where he received only 
20 percent of his original gross, which is $15 million; one-fifth of 75 
is $15 million. The record shows that his expenses are $55 million. 
Therefore, he would lose $40 million. 

Mr. Briackman. Mr. Brown’s statement, I said is correct, but what 
I wanted to answer was the last part of your question. 

Mr. Cuumprts. Please answer it. 

Mr. Birackman. Which was it, therefore, and you went on to say 
something else. 

Mr. Cuumerts. All you have to do is correct me in the record. 

Mr. Buackman. Let’s say this: It is a question of which comes 
first, the chicken or the egg. Mr. Brown is correct. He is spending 
huge sums of money in advertising and taking huge net profits. 
Accordingly, if he sold only on the basis of bids to the Government, 
he would be out of business. 

However, if he were a company who existed only on bid basis, he 
would not be able to spend huge sums of money on advertising and he 
would not be able to take huge corporate profits. 

Mr. Cuumpris. Then do you suggest that we should tell Mr. Brown 
of Schering how to run his business, that he should only deal with 
Government bids so he can sell at $29.75 ? 

Mr. Biackman. I do not so state, but I have stated, and it is in the 
record, that I feel that this industry is unique and peculiar; unique 
and peculiar in that the purchaser is a double captive. He has about 

35621—60—pt. 1427 
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as much right as picking up a telephone call and saying, “I want to put 
this through to Joe Blow Telephone Co.” He is stuck. And I say 
it is anatural monopoly. 

Mr. Cuumeris. Mr. Blackman, another point: 

Earlier, I think Mr, Dixon asked you a question why did you go 
into the Government bid business, and I believe your answer was that, 
“Since I lost my market, I moved into Government bid business.” Is 
that correct? You did it by necessity ? 

Mr. Biacxman. Substantially correct. I would like to modify it, 
if that were my original statement, and I doubt it, but it was in es- 
sence, something like this: that we have increased the amount of 
Government business that we normally seek, in an effort to recoup 
some of the business that we have lost, due to the preponderance of 
advertising that has squeezed us out of the market, that we would like 
to be in. 

Mr. Cuumpnrts. I accept that. I mean, I think that is pretty much 
what you said earlier. I may have paraphrased it in a different 
manner. 

But I think we agree, first, that Congress does not want to place 
itself in a position to tell Schering Co. whether it should sell to the 
druggist direct or whether it should sell by Government bids. That 
is something that its management has to determine. 

We agree on that ? 

Mr. Buackman. Wesurely do. 

Mr. Cuumepris. And then the proportion of how they sell, in what 
number they sell to the druggist and how much of their material they 
sell to the Government by bids and how much they sell to the Govern- 
ment by negotiated contract, is again something that each company 
must determine on its own, is that correct ? 

Mr. Buackman. I agree. 

Mr. ©xuumeris. You stated earlier that the price that these different 
companies charge for their product, for example, Penhurst, Lannett, 
which isa little higher, and Schering, which is a little higher, is de- 
termined upon by the costs of those respective companies. 

As I understood your earlier statement, in view of their cost picture, 
the price, whatever it may be, is legitimate. 

We agree on that point ? 

Mr. Buackman. We agree on the point that artificial high costs give 
artificial high prices, and the end result is legitimate, but only in the 
light that the whole thing is basically wrong. 

Mr. Crrumerts. That comes to my next question. 

Do you believe that the Congress of the United States should pass a 
law to have price control, to have wage control or to have cost control? 

Mr. Brackman. No, I do not. 

Mr. Cuvumeris. And if Schering wants to spend 33 percent for 
selling and distribution expenses, and you desire to spend maybe 5 
or 10 percent for your selling and distribution expenses, that is some- 
thing that you in your corporation, and Schering in their corporation, 
must determine? 

Mr. Briackxman. I think not. I think that since the consumer is a 
genuine captive and the subject of a monopoly, it is incumbent upon 
the Senators of this subcommittee to do something to protect him 
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from Schering, if you want to pick Schering as an example, from 
spending 3314 percent on advertising. 

Mr. Cuumpris. 1 am using Schering because I actually know what 
they spent, the exact amount. 

Mr. biackman. Let’s say the industry, because I prefer it. Schering 
is no different, and I want to say something else, and I have said it 
before and I want it to go on the record: that if 1 were Mr. Brown, 
I would be derelict in my duty if 1 did not do exactly as he does, 1 
do not criticize these men, nor do I criticize the companies. I criticize 
only the fact that there is no protection for the public. 

Mr. Cuumeris. All right, what is your recommendation ? 

Mr. Buackman. I recommended that, in the pharmaceutical indus- 
try, we be treated as a utility, and that our net profits be regulated, 
and that the percentage that we spend for advertising should be 
regulated. 

Now, I don’t say that this is an easy thing. All I am giving here, 
is a recommendation, and I am no legislator. I can’t tell you how, 
where, and when. It is merely a recommendation. 

Mr. Cuumpris. And that recommendation was in your prepared 
statement ; is that correct? 

Mr. Biacxman. It is. 

Mr. Cuumpris. You don’t go beyond that. I mean, you don’t sug- 
gest what facet of the drug business should be a public utility? 
Would you say the prescription and the proprietary ¢ 

Mr. Buacxman. I thought I made that quite clear. The only seg- 
ment of the business that should come under that category would be 
the prescription business, because the proprietary end is not a captive 
consumer, 

Mr. Cuumpris. You sent out some material to the doctors. These 
folders that you sent up to us, that would take about 6 minutes to read. 

Mr. Buacxman. The red folder ? 

Mr. Cuumpnris. Yes. 

Mr. Buacxman. That was a presentation made to the wholesalers 
trying to show them what we were doing with our detail program. 

Mr. Cuumpris. Yes. Now let me ask you this, and I think this 
question has been asked before. If you can sell at $2.35 and Penhurst 
is selling at around $5—I don’t have that chart in front of me but 
I will just have to estimate it, and Lannett I believe is around about 
$9 and Schering about $17.90; why is it that you are not getting a 
greater portion of the market instead of losing 

Mr. Dixon. Those are 1958 figures. 

Mr. Biackman. I would like to clarify. First of all, I think that, 
if you now would get the current price for Lannett, Penhurst, Bryant, 
Physicians Drug & Supply, they might be well under $2.35 because 
Premo is known, to the druggist, as that high-priced small outfit. 

Mr. Cuumpris. Then if Lannett has dropped down to $2.35, there 
is competition in the drug market, isn’t there ? 

Mr. Biracxman. Yes, at the very end of the line among the small 
companies scrambling for the leavings, where the physician has 
written generically. There is an intense amount of competition, and 
the whole market could be that way if there was some control, or 
some method of getting the physician to write generically. The com- 





8248 ADMINISTERED PRICES 


petition is there. It encompasses 10 percent of the industry and it is 
rough competition. 

Mr. Cuumeris. And the fact that you are selling so much lower than 
the top 3, on that chart, has not helped you to break into their market ? 

Mr. Birackman. That’s right. Remember, now, that it is only here, 
at a senatorial hearing that I am allowed to say openly and publicly, 
my price for prednisone is $2.35 per hundred and Schering is up there 
at $17.90. I can say it, here, because I am protected by your subpena. 
But out in the field I can’t open my mouth. 

Mr. Cuumpris. I understand one of the witnesses, probably Mr. 
Connor, when asked why the doctors are prescribing Merck, Upjohn, 
or Schering products at $17.90 rather than at $2.35, suggested asking 
the doctors why they are doing that. So I think with that, Mr. Chair- 
man, I will turn over the questioning to whoever is next. 

Senator Kerauver. All right, Mr. Chumbris. Senator Wiley, I 
believe had some questions. 

Senator Witry. Your last testimony has provoked a little line of 
thought. Let me go back and say as I understand your testimony 
this morning, you claim that your drugs and their drugs are OK; is 
that correct ? 

Mr. Biacxman. Correct. 

Senator Wirry. All right. Now then, you made a statement that 
you feel because of excess profits, in other words, the public isn’t 
adequately protected. Now if you were a lawyer I would ask you 
on what basis you feel that we could intervene. 

You have used the term “monopoly,” and you claim that that is 


due to let us call it the very efficient salesmanship through advertising. 


What is your theory now as to how the public interest, as you call 
it, most drugs being OK, there is no question of protecting the health, 
but I will get to that in a minute anyway. But what is your theory 
as to the legal basis on which legislation could be passed ¢ 

Mr. Biacxman. First I would like to state my contention—my con- 
tention is that this field is a monopoly, not only due to the tremendous 
amount of advertising expended, but, firstly, it is due to the prescrip- 
tion specification for a trademarked product. The patient has no 
choice. He must get the product prescribed for him, very similarly 
to the way you must place your telephone calls through Bell Tele- 
phone Co. 

Senator Wier. In other words, what you are talking about now 
is regulating the doctors? 

Mr. Buackman. No, I am talking about regulating the pharmaceu- 
tical manufacturer because he is in a field that, I feel, falls into a 
natural monopoly. 

Senator Witey. But the doctor makes a prescription, doesn’t he? 

Mr. Buiackman. He does. 

Senator Wirey. All right, now let me ask you a question on that 
line. I have a letter here which I am going to ask be put in the 
record. It comes from Paul A. Pumpian, secretary to the Wisconsin 
State Board of Pharmacy. 

Senator Kerauver. Let that be made exhibit 65. 

(Exhibit 65 may be found on page 8777.) 

Senator Wirry. He speaks of mail-order prescriptions. Do you fill 
any of those? 
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Mr. Buackman. No, we do not. As a matter of fact, we fill no 
prescriptions, but our products may be used in filling prescriptions. 

Senator Wizey. Among other things, he says: “The mail-order 
prescription business operating in Washington which will foster these 
menaces to the public health is known as the ‘Retired Person’s 
Pharmacy, Inc.’ ” 

Do you know anything about that? 

Mr. Buiacxman. I know something about it but I understand that 
Dr. Andrus is going to testify, here, this afternoon, and if you would 
like me to make any comment, I would be glad to do so; but I think 
it comes more directly under Dr. Andrus’ testimony. 

Senator Witey. Yes; well, in other words you did state that you 
did some prescription business. That is by your doctors. 

Mr. Buackman. Most of the prescriptions that are filled with Premo 
products are written generically. Most of the physician prescriptions 
that have been filled with Premo products are generic-type prescrip- 
tions. 

In other words, when the physician writes prednisone, the pharma- 
cist can give Premo or any other brand that he has in stock, as well 
as Schering. 

Senator Wixry. This may be repetitious, but if we say that 71 per- 
cent according to your business, your former statement, relates to 
prescription business, that leaves 29 percent that is still open. Now, 
what percentage of this 71 percent would you say was mail-order 
prescriptions ? 

Mr. Biackman. I think you misunderstand my figure. May I 
clarify it? The 71 percent, ? said, is that percentage of prescriptions 
that are written under trademark names. 

Senator Witry. Yes. 

Mr. Buackman. Directly specified. What percentage of that seg- 
ment of the overall business, filled by mail-order prescriptions, I 
would have no idea at all as to that. 

Senator Witey. Well, I thank you, and you, Mr. Chairman. In 
order that this letter may get into the nits you have said, I will 
not read any more of the letter at this time. I understand it is made 
a part of the record. 

Senator Keravver. That is exhibit 65. 

Mr. Cuumeris. Mr. Chairman, I wanted to point out one thing. 
You were discussing net profit before taxes and after taxes, and so that 
we will have the record straight, Mr. Connor did testify that net sales, 
net profit as of sales, was 13.4 percent on his last year, and an average 
of 10.7 for the preceding 10 years, going as low as 7.4 in 1953. The 
net profit on the basis of net worth was an average of 13.3 after taxes 
for the period of 10 years. 

Mr. Buacxman. I think that bears out my prior testimony, for one 
thing, that the profits are growing and they are uncontrolled. 

The next thing I would like to know: What is the name of the state- 
ment that Mr. Connor presented? Is it Merck & Co or Merck, Sharp 
& Dohme? 

Mr. Cuvumertis. Merck & Co., Inc., and subsidiaries. 

Senator Keravuver. Mr. Connor testified so fully I don’t think we 
will gain very much by rehashing his testimony. 

Mr. Buackman. Fine. 
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Senator Krrauver. Mr. Peck, T don’t want to hurry any of us, but 
Dr. Ethel Perey Andrus is going to testify this afternoon. She has a 
lengthy and interesting statement and I want to get to her as soon as 
we can. 

Mr. Peck. Thank you, Mr. Chairman. I shall try to be as brief 
as I can and still cover the field. 

Mr. Blackman, during the course of your testimony you have from 
time to time referred to the captive market of the patients, and you 
have said that the high profits of the large pharmaceutical manufactur- 
ing companies result from the fact that they have a captive market. 

Now, let us look at the chart on the easel. Mr. Blackman, did the 
motor vehicle industry in the year 1950 have a captive market? You 
will notice those lines, sir. 

Mr. BrackMan. May I answer your questions one at a time? 

Mr. Pecr. Yes. 

Mr. Biackman. I do not feel that the automotive industry has a 
captive market. 

Mr. Pecx. All right, sir. The dark solid line, indicates the drug 
industry. You wil find that their profit margins seem to vary. At 
present they are higher than others, but for the most part others 
have been higher than they have. Do you suppose that the others may 
have had captive markets ? 

Mr. Brackman. No; and T never presumed that, but T would ven- 
ture a guess. I am nota statistician nor is my business following the 
stock market, but I will make an educated guess and tell you that there 
is no other industry in our country that is making the profits of the 
ethical drug business and there must be a reason for it. 

Mr. Peck. At the present time, you mean ? 

Mr. Biackman. That’s right. 

Mr. Peck. But the profits have not always been the same, as the line 
indicates ? 

Mr. BuackMan. Is Merck & Co. the line for one of those manufac- 
‘urers ? 

_ Mr. Pecx. No, sir. The solid black line indicates the ethical drug 
industry. Dr. John Blair made this and he will describe it to you. 
Mr. Brackxman. Are these returns based on sale or net worth? 

Mr. Peck. Rates of return after taxes. 

Dr. Buatr. Net worth. 

Mr. Peck. Based on net worth. 

Mr. Brackman. I think that is a poor reflection, if anything, be- 
cause I like to see profit on sales, and it does not mean very much 
to me, altogether. 

Mr. Peck. The profit on sales, Mr. Blackman, was lower than this 
chart would indicate. 

Mr. Brackman. All right; that is just what I am talking about. 

Mr. Peck. I just would submit, sir, that perhaps there is something 
besides the captivity which you have described which has enabled the 

large companies to do as well as they have, because other companies 
which vou say have not enjoyed any captives have done even better. 

Mr. Birackman. Who has done better, on a percentage of sales, than 
the pharmaceutical industry, in the last few years? 

T would like to hear a few. 

Mr. Pecx. The motor vehicle industry, industrial chemicals—— 
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Mr. BirackMANn. Would you please quote one net profit figure before 
taxes of any other industry that comes near the 40 percent that we 
have heard here this afternoon ? 

Mr. Peck. Mr. Blackman, all I can do is indicate to you the lines 
on that chart which have been used for other purposes in these 
hearings. 

Mr. Buackman. Statistics are wonderful. They should be inter- 
preted in the light of how the statistics are arrived at. Answer my 
question and you have answered the question to yourself. 

I stated that the pharmaceutical industry is making record net 
profits after sales, and their sales are growing as well. There must be 
a reason, because no other industry can make these net profits before 
taxes on their sales volume. 

Mr. Peck. The chart, I believe, sir, speaks for itself, and we will 
leave that in the record where it is and your responses to my question. 

Another thing, sir 

Mr. Drxon. Before you leave that chart, Mr. Peck, I believe that 
the witness’ testimony is borne out. He said “in recent years.” Look 
at the chart since 1956 and see if you see anybody above that line? 

Mr. Peck. You can take 2 or 3 years out of any decade. 

Mr. Drxon. He said “in recent years.” 

Mr. Biackman. In my own defense I would like to say something 
else. I did not prepare that chart. If it were I who prepared the 
chart, I would prepare a chart showing vital industries. 

I would put in, there, the milk business. I would put in there, the 
clothing business, industries that are vital and necessary. 

I'll bet if you examine the milk business, they are showing 2 or 3 
percent net before taxes. 

Mr. Peck. Perhaps so, but this chart has been used as the basis of 
other testimony and statements in this hearing. 

The next question, sir, concerns a point which was discussed follow- 
ing a _— posed to you by Senator Hart, which you answered 
partially. 

_ The material which you use in your completed tablets and capsules 
is material which you buy largely from your hrother’s company, is 
that correct? 

Mr. Brackman. Yes, that is, he acts as a purchasing agent for us, 
or something of that nature. 

Mr. Peck. Does your brother make the material ? 

Mr. Biackman. He was in the pharmaceutical-chemical business. 
He did manufacture several pharmaceuticals for us and the industry, 
but foreign competition submarined him, several years ago. 

The death, that you hear the big chemical companies complaining 
about, today. 

Mr. Peck. Then your brother’s company is your purchasing agent? 

Mr. Buackman. That’s correct. 

Mr. Peck. All right, sir. In addition to the drug material, which 
you put into a finished capsule, you put other materials, do you not? 

Mr. Briackman. Yes, we put in excipients, stabilizers, various 
other things, commensurate with the art of compounding medication. 

Mr. Peck. Senator Hart, I believe, asked you how we should know 
that your pill, for which you charge a certain price, is the same as the 
pill of another producer who charges a higher price. 
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You said it is the same. 

How do you know that it is the same, sir? 

Mr. Biackxman. I know it is the same, and when I say the word 
“same,” it can be used as meaning equivalent, and I know we are 
getting into semantics here. 

Mr. Peck. I don’t intend to piay with words. 

Mr. Buackman. But I want to state this: We have recognized com- 

ndia which are compiled by the Government. I mentioned them 

fore. They are our U.S. Pharmacopoeia, our national formulary, 
and the AMA has a very important book called, “The New and Non- 
official Remedies.” These compendia stipulate standards as to what 
a finished product shall be, according to its analysis and according 
to its stability, in some cases. 

Mr. Peck. Have you ever run a qualitative analysis, sir, upon a 
drug put out by any of your competitors? 

Mr. Buackman. We have, on occasion, yes. 

Mr. Prcx. You say you have three research people employed at 
your company. 

Mr. Biacxman. I beg your pardon ? 

Mr. Peck. You say you have three research people employed at 
your company. 
wine BriackmMan. I said, at any given time, we never had more than 
three. 

Mr. Peck. Do these one, two, or three research people spend their 
time doing qualitative analyses on competitors’ drugs? 

Mr. Biacxman. No, they do not. 

Mr. Peck. They donot? 

Mr. Bracxman. No. 

Mr. Peck. Have you ever tested a competing product in comparison 
with yours? 

Mr. Buackman. Very often. 

Mr. Peck. And do you find tliat yours is the equivalent of the 
others,in any given field ? 

Mr. Bracxman. I don’t like to speak in cliches. I will say it again, 
however 

Mr. Peck. As good or the equivalent ? 

Mr. Bracxman. I will say as good as many and better than most. 

Mr. Peck. If yours is better, then some must be worse. 

Mr. Biacxman. That is correct. 

Mr. Peck. Is any better than yours? 

Mr. Buackman. Are any better than mine? Not that I know of; 
not that I know of. 

Mr. Peck. Then you do your qualitative analysis by reading jour- 
nals, is that correct ? 

Mr. Biackman. No, the qualitative analysis, that you referred to, 
I thought meant the testing of the finished product, intermediary or 
raw material, and that is conducted on every phase of our manufac- 
ture, on every product. ; 

Mr. Peck. You have stated, sir, that you do not do any basic 
research. 

Mr. Brackman. That is quite correct. 
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Mr. Precrk. You stated that the basic research is done for the purpose 
of doing good and the others is for the purpose of making money. 
You do not do any basic research ? 

Mr. Buackman. Correct. 

Mr. Peck. And you have also stated that you own 37 patents, I 
believe. 

Mr. Biackxman. That is correct. 

Mr. Peck. Are they process patents or product patents? 

Mr. BiackmMan. Some are process patents and some are product 
patents. I would like—may I clarify something here? 

Mr. Peck. Please do. 

Mr. Brackman. I may have left an impression with this com- 
mittee that the pharmaceutical companies do no basic research. May 
I amend any statement that I made, to that nature, and tell you this: 
that the pharmaceutical companies do do a certain amount of basic 
research, and they give grants to many universities. But, by and 
large, the preponderance of the research they do is applied and has, 
in mind, a new product and a new profit. 

Mr. Peck. The 37 patents you say you have are mostly process but 
some product patents, is that correct ? 

Mr. Biackxman. That is correct. 

Mr. Peck. If you do no basic research, how did you acquire patents, 
by purchase? 

Mr. Biackman. No. As a matter of fact, we have very few—we 
have no license that I know of that was purchased. These patents—— 

Mr. Peck. I was referring to the patents, yes. 

Mr. BiackmMan. These patents were inventions that were come 
upon in our own laboratories, and I would like to add this: Patents 
need not be a reflection of the amount of money you spend in research. 
brad are only reflective as to how clever you are in inventing some- 
thing. 

Mr. Peck. Do you hold any licenses from product patentholders? 

Mr. Biackman. Nothing of any consequence. 

Mr. Peck. Your brother’s company is a purchasing company, is it 
not, sir? 

Mr. Birackman. That is correct. 

Mr. Peck. Is your brother a stockholder in your company? You 
don’t have to answer that if you don’t want to. 

Mr. Brackman. I can answer it. The answer is “No.” 

= Peck. But you do deal principally with your brother’s busi- 
ness 

Mr. Birackman. That is correct. 

_ Mr. Peck. Under any of the product patents which you hold, do you 
issue licenses to anybody ? 

Mr. BirackMan. We are very happy to. In fact, some—— 

Mr. Peck. Have you? 

Mr. Biackman. We have, and I have mentioned that here. Also 
we have sold, outright, some of our patents because we just don’t have 
the money to promote them. 

Mr. Peck. From those patents on which you have issued licenses, 
do you collect royalties? 

Mr. BirackMaANn. When we issue licenses, we receive what is known 
as a paid-up royalty, one lump sum. 
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Mr. Peck. Then you have virtually sold your licenses ? 
Mr. Buackman. We have sold them, chiefly, because we know that 
a patent is little more than a piece of paper and a license to fight 
your competitor in court. I would much rather take a small return, 
if you would call it a gratuity, than go into court and battle my 
larger competitors. If they are willing to take a license, under the 
patent, at a nominal fee, and we have received, for example, on this 
drain-away feature, some $70,000 in royalties, paid-up patents, both 
here and abroad, we are happy. 

Mr. Peck. One final question: 

You have testified that you thought that the generic terms of various 
drugs should be simplified. I am somewhat baffled by that, because I 
was unaware of the act that any pharmacist or any physician trained 
in pharmacology was having any difficulty with the use of generic 
terms. It is for them that these terms are used. 

Mr. Bracxman. I would like to state that the physician, although 
I hold him in high esteem, is little more than a human being. When 
he writes a prescription, he does it as a habit. We are all humans of 
habit, and I would write, if I were a physician, perhaps, Dilantin be- 
fore I would write Diphenylhydantoin with sodium. 

Mr. Pecx. Don’t you believe, sir, as a pharmacist, that an accurate 
generic name which actually describes what is contained in the prod- 
uct, is the only proper way to describe the product in order to avoid 
mistakes ? 

Mr. Buacxman. No. 

Mr. Peck. Thank you very much, sir. 

Senator Keravver. All right, Mr. Kittrie. 

Mr. Krrrrie. Mr. Blackman. I would like to ask a few questions 
primarily to clarify what is happening in the drug field. 

You indicated that you are leaving the ethical drug business and 
you are directing your attention to the proprietary drugs. But a few 
years back you tried to do something else. You tried to go into the 
ethical drug business. 

Now, in trying to do that, weren’t you trying in essence to do the 
same thing that some of these large corporations, that you are com- 
plaining about, are doing? That is, in looking at your advertising 
costs during those years, did they not suddenly jump? And if you 
were to try to compete with the large manufacturers wouldn’t you 
have to do the same thing they are doing? 

Mr. Bracxman. I think you have three questions there. How about 
giving them to me, one at a time, and I will answer in that fashion. 

Mr. Kirrrm. I would like to learn more about your experience 
several years back, before 1956. I noticed in your old folder that 
vou were advertising the fact that you have detail men. You were 
advertising the fact that you will make cocktail parties and other 
facilities available to anybody that would come to your place. You 
‘were making known the fact that you will invite groups from pharma- 
ceutical colleges. 

Now weren’t you trying to do the same things that these large 
corporations are doing? 

Mr. Buacxman. The answer is “Yes”; we tried, desperately, to 
emulate these large manufacturers, and, as I stated before, we didn’t 
make it. We did for a while. We were up to about $3 million, as you 
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know, and we were going ahead strong, but what happened is the 
larger manufacturers were bought out, perhaps, by producers of raw 
materials. There were new stock issues on the market. There was a 
lot of money, that could be spent in advertising pharmaceuticals, 
available. And I said, to quote myself, our efforts were like a spark 
in a vast conflagration. 

Mr. Kirrriz. You were not able to compete with them. 

Now, looking at this picture again, isn’t it true that what we have 
in existence in the drug field are two leagues: A major league and a 
minor league? You are in the minor league. The major league is 
spending so much more in advertising, so much more in promotion, 
and soon. You are playing in a different league. Your rules and 
expenses are different. 

Senator Wirry. You don’t mean to say that he is minor in the 
way he plays the game. 

Mr. Kirrrr. Oh, no. 

Mr. Buacxman. Thank you, sir. The answer is: You are correct: 
There are three leagues, not two. There is the ethical manufacturer, 
who promotes, whom we have at the top of the chart. There is the 
smaller generic manufacturer, who sells products under his own name, 
and there is the third category, the manufacturer who sells nothing 
under his own name, but sells it to other pharmaceutical houses who 
create an ethical demand for the product. 

Mr. Kirrrie. Mr. Blackman, you were in a middle position—you 
were sufficiently large to try and compete with bigger companies, yet 
at the same time you were small enough to stay in the smaller league; 
you could make your choice which league you are going to play in. 

Now, if you were Merck, could you make the same decision? That 
is, if you were president of Merck and you had to compete in the 
major league, would you not have to resort to the same procedures 
they are resorting to now? 

Mr. Buiackman. Most emphatically yes. I do not criticize these 
men. I hold them in the most high esteem. If I were in their position, 
I would do exactly the same thing, I hope better. 

However, I bring to your attention that this is begging the issue 
here. I don’t say that there is anything illegal. [ am not even 
implying that there is anything immoral. All I say is we, the people, 
are stuck. What can you do about it? 

Mr. Krrrrie. Mr. Blackman, the problem, therefore, is with the 
system, not so much with the particular companies, right ? 

Mr. Brackman. Exactly. é 

Mr. Kirrrre. You were saying that the drug field is basically a 
monopoly field. It is a natural monopoly. You would like to seé 
the same rules of the game applied to these companies as we apply 
to public utilities. 

Now how far would you go with it? Would you like to see an 
allocation to different companies to produce particular drugs? Would 
you like to see an allocation to the several companies to produce cer- 
tain quantities? Would you like to see only a limitation on prices? 
How far would you like to go in controlling the drug industry ? 

' Mr. Biackman., I would like the Senators to evaluate it and deter 
mine that. by themselves. ' 
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Mr. Krrrriz. You do not have any suggestions, but you do feel 
that there is a need to regulate the industry in a way similar to the 
regulations in the public utilities field ? 

Mr. Biackman. Correct. 

Mr. Kirrrie. Thank you very much, Mr. Blackman. 

Mr. Biackman. Thank you. 

Senator Witey. Mr. Chairman? 

Senator Keravuver. Senator Wiley. 

Senator Wirey. That last suggestion brought something to my 
mind. Now you were telling about the various leagues. I want to 
compliment you. You haven’t thrown any curves. You have thrown 
straight balls all throughout the testimony, and I don’t think that 
you have ducked any questions. 

Mr. Buackman. Thank you very much, Senator Wiley. 

Senator Wirey. I think that in your analysis of this situation 
there is something that I believe you have overlooked. Being a drug 
manufacturer, I think that that is the one element under which I feel 
the Government might do something along the line you have said, 
because the testimony is very clear here that a lot of these drugs are 
dangerous, that they cause certain conditions, overdoses or underdoses, 
or whatnot, and I want to get your reaction as to that. Do you ever 
take any of your own drugs? 

Mr. Buackman. On prescription, I am usually forced to take a 
competitor’s brand. 

Senator Witey. Take what? 

Mr. Buackman. On prescription, I am usually forced to take a 
competitor’s brand. 

Senator Witey. Wait a minute—on that I think that is a good 
answer. Again you didn’t duck. 

: Mr. Buackman. No, I want to continue with the full answer, if 
may. 

Senator Wizey. You want to see whether or not it was as meritori- 

ous as the same drug as you make? 
_ Mr. Biacxman. No, I was forced to take it because I am a captive, 
just as you are, Senator Wiley. When you or I have a prescription 
in our hand, the doctor has written it and we take what the doctor 
prescribes, do we not? 

Senator Witry. Sometimes I take orange juice, that or milk. 

But I wonder if you could get back to that original question, be- 
cause you have suggested, though I think you have cleared it up in 
your answer recently. that you felt there wasn’t anything wrong, 
there wasn’t any violation, there wasn’t anything illegal. That is 
what you said. 

Mr. BuackmaN. [ still say it. 

Senator Wirxy. But before you suggested that because the Gov- 
ernment was being taken, or the people were being taken for a ride, 
that it was the function of the legislative branch to find a remedy for 
that situation. 

Mr. Buackman. Exactly. 

Senator Wiztzy. And I was trying to find out on what ground you 
base that, and it wasn’t until the thought came that perhaps there 
was an element of public health here that required that the Govern- 
ment take a hand more than it has. 
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Mr. Biackman. The only reason that I suggest the Government 
take a hand in this thing is that the field of ethical pharmaceuticals 
has not parallel in any other industry. I can think of no other in- 
dustry where the consumer must purchase without making a choice, 
other than natural monopolies. ’ 

There was a part of your question, at the beginning, about the 
danger of drugs, and I wanted to—new drugs—and I wanted to 
answer that, if I may, Senator Wiley. 

The Food and Drug Administration receives from ourselves and 
other manufacturers, from time to time, new drug applications. They 
pass on the merits of the clinical studies that were done, in conjunc- 
tion with these new drugs. They inspect the label, the material, the 
clinical data, and they approve of i safety of the drug, not the 
efficacy of the drug. Therefore, it is left to the Federal Trade Com- 
mission to govern claims made in advertisements. This is a dan- 

rous procedure. The FTC can’t get after these birds until the 

amage is done. I would like to recommend to you that the Food 
and Drug Administration, on receipt of new drug applications, insist 
that all advertising material and the canned detail that the salesman 
will give out, be submitted to them and turned over to the FTC, for 
approval, before new drugs are allowed out in the market. 

Dacatae Wuey. What about a lot of the drugs that are on the 
market now ? 

For instance, in this letter, the secretary of the State Board of 
Pharmacy of Wisconsin says, “The continued success of the board in 
the protection of the public health is now being threatened by the 
availability of prescription drugs to persons requesting the same by 
mail.” And those are some of the drugs that you manufacture? 

Mr. Briackman. I am going to answer it because it burns me up. 

What is the significance of a physician’s prescription going through 
the mail or going by hand to hand? 

The patient is protected in exactly the same way. The contention 
there, E feel is without any basis. I wish Dr. Andrus would have 
answered it, but I am a little hep so I will answer that for her. 

Senator Wiixy. I will say that you should have been a lawyer 
because ye are protecting your own business in good shape. 

Now I want to find out whether or not—and you can be just as 
straight in this answer—whether or not in your opinion drugs that 
are now being sold on prescription are dangerous and in effect go to 
the question of injuring the health of the citizens of this country ? 

Mr. Brackman. I feel that any drug that our Food and Drug 
Administration has passed on, is most likely not dangerous. There 
are exceptions. Just recently, within the last 2 days, a whole grou 
of eardrop preparations were called back from the market. They hart 
already been approved by our FDA. 

However, generally speaking, drugs that the FDA approves are 
not dangerous. They may, however, be advertised in misleading ways 
to the physician. 

Senator Wirey. Well, are there any efforts being made to perhaps 
eurb the nationwide traffic in the drugs, E vitamins and barbiturates 
or whatever you call them? 
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Mr. Biacxman. They are very well controlled and available only 
on a physician’s prescription, whether it goes by hand to hand or 
through the U.S. postal system. 

Senator Witey. Well, again I say you are a pretty good pleader 
for your business, but there is a great deal of difference in the minds 
of a lot of people about the matter of drugs. 

Every so often we read this fellow has taken too many sleeping 
pills and died, this fellow has taken so much of this drug and that 
drug and he isn’t anywhere around. 

Mr. Briacxman. I think it is mostly because people are fragile, 
and if they didn’t take drugs to commit suicide they might just as well 
jump out of a window. I don’t think it has any real relevance on 
any problem we have at hand. 

Senator Wiey. Is that why you are in the business? 

Mr. Biacxman. To help people out, you mean? I am in the busi- 
ness to make a profit, just the same way as any other businessman is 
in any business, But I do want to bring, to your attention, that 
there is the necessity of somebody speaking out for the people. I am 
not here to represent any phase of the drug industry, whatsoever. 

I am merely bringing, to your attention, abuses that are prevalent. 
The pharmacist has no power. The public is helpless. The pharma- 
ceutical manufacturer has the whole thing tied up in a beautiful knot. 

Senator Witry. Are you going into politics? 

Mr. Briacxman. I hope not, Senator Wiley. 

Mr. Kirrriz. Just one question, Mr. Blackman. Your conviction 
that the public needs protection is only of recent origin; is it? I 
mean in 1956 you were willing to join the major league to do what 
they are doing? 

Mr. Buackman. I am willing to join them right now, let’s face it. 

Mr. Krrrrie. And it would not bother you to make the same profits 
then, if you could? 

Mr. Brackman. No, sir; it is perfectly legal. 

Mr. Kirrrtr. Thank you very much. 

Senator Kerauver. Mr. Blackman, you said something about canned 
detail, misleading advertising, and so forth. We examined some of 
that yesterday. It was all in bright colors. Have you had an oppor- 
tunity of examining some of the promotional material that these 
detail men carry around with them or that is sent through the mails 
to the physician? 

Mr. Buacxman. I have, from time to time, examined this type of 
- material, and I made a very small comment, in my speech, that I felt 
that some of it was perhaps unfair or unwarranted, but I bring to 
your attention, Senator Kefauver, my scope is limited. I am a phar- 
macist. I have had some postgraduate work. I am not a physiol- 
ogist. I know what we do when we get up our literature, and I know 
the tightrope you have to walk. It is a most difficult job. And to 
leave this phase uncontrolled so that you can send your new product 
into the Food and Drug Administration, get an approval on the pack- 
age, its insert and the contents, and then go out and say anything you 
faretheewell please, is a dangerous thing. 

Senator Keravuver. It is this information that gets to the doctor, 
so it ought to be accurate; shouldn’t it? 
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Mr. Buacxman. I think it should not only be accurate, it should 
be very thoroughly checked by the Federal Trade Commission, in 
cooperation with the Food and Drug Administration, before the prod- 
uct is released for sale. 

Senator Keravuver. I certainly agree with you. Do you want to 
make some comment, Mr. Dixon ? 

Mr. Drxon. Mr. Blackman, you made a statement that if you could, 
you would join this pharmaceutical association right now, because 
you consider it legal. I might say to you that I don’t have that same 
faith that you have, because if you have monopoly power, it can be 
abused. iP ou abuse it, it violates the Sherman Act. If this is abuse, 
the law has been violated if the public has been injured. 

Mr. Buackman. Well, I hope that will be able to prove something. 

Senator Kerauver. You made it clear that you don’t think that 
what is going on is fair to the public; is that right? 

Mr. BiackMan. That is correct. 

Senator Krerauver. You have been very forthright and helpful to 
the committee. Did you have some other questions, Senator Hart? 
Mr. McHugh ? 

Mr. McHveun. Mr. Blackman, on this subject of what if anything 
the Federal Government can do to reduce the restrictive influence of 
this practice of doctors’ writing prescriptions in the names of the 
trademark brand articles rather than in generic terms, would it be 
possible or would it be feasible, do you think, for the Federal Govern- 
ment, say through the Food and Drug Administration, to set up stand- 
ards of excellence, by their own classifications, which would be 
required to be stamped on particular products, so that physicians in 

rescribing would — make their determinations upon these 

ederally approved classifications ? 

Mr. BuackMan. We do already have such specifications. The speci- 
fication is on the product, but if you will talk to a physician, and I 
feel as he does, the mere fact that the product must live up to the 
label requirements, because we will assume that it is shipped in inter- 
state commerce, is not sufficient. 

The physician wants to have confidence in the product that he writes 
on a prescription, because he wants you to take it, as his patient, and 
not feel anything may go wrong. 

He wants to be at ease. And so, if you could, perhaps, set up a 
system where manufacturers were certified as to their facilities, and 
that they were, in effect, producing correctly, not the way we have 
it now, where you only control the end product. 

If you could, for example, state that a pharmaceutical manufacturer 
must have clean equipment, he must have cement decks, he must 
analyze every batch of material that comes into his plant, he must 
have an animal laboratory to conduct routine toxicity tests, if these 
specifications were drawn up, and a pharmaceutical plant had to have 
these facilities before they could even market a pharmaceutical, I 
think you would find that the physician would respect generic names 
more widely. 

Mr. McHvan. From my understanding of what you said, the Food 


and Drug Administration now has some sort of a stamp that is actually 
affixed to the product ? 
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Mr. Buackman. Not a stamp. The control that is given to them 
is that if you, as a manufacturer, would ship an inferior product, 
substandard or adulterated in interstate commerce, or it was mis- 
labeled, they could pick it up, seize it, and cite you and perhaps ask 
you to call everything back, but you see, it is always treating the ail- 
ment, not the cause. If the Government could set up standards for 
the manufacturer, perhaps less police work would be necessary in 
testing end products all around the country. Thank you. 

One more thing, in the biological industry, this is necessary. That 
is a phase of the manufacturing of pharmaceuticals. And in anti- 
biotics and in narcotics, the Government plays such a role. 

Mr. McHueu. The reason I raised this is that there is another 
industry where the Government does this, and apparently it has been 
very successful in minimizing the restrictive influence of the use of 
trade names. I am sure it is an industry which is probably not com- 
parable, but in the sale of meat, as you know, the Federal Meat In- 
spection Service is required to stamp its various classifications on 
meats. 

In that industry, of course, the various producers have their own 
brand names and trade names. Nevertheless, the use of these fed- 
erally approved grades certainly hastened to diminish the effective- 
ness of the trade name. 

Mr. Brackman. Here we have a product that isn’t natural. It 
would only have to be of one grade that would have to meet the spec- 
ification, and if the Food and Drug Administration were to give out 
seals, for example, to pharmaceutical manufacturers whose plant and 
facilities filled a certain bill of particulars, that they had set forth, 
I think it might be a definite aid toward the physician writing 
generically. 

Senator Keravver. I do want to — out the importance of your 
recommendation, that when the Food and Drug Administration passes 
upon a product, the advertisement that is sent out through the mail 
and carried by these detail men ought to be passed upon before it is 
put out, so as not to mislead the physician or give him the improper 
information. I think that is a very important recommendation, be- 
cause I can see if I were a physician and very busy all day long, and 
if I received from a reputable drug concern some blown-up claims 
about some of these drugs, I would be tempted to prescribe them 
rather than by the genericnames. And yet-—— 

Senator Witry. No; you are not that easily influenced. 

Senator Krerauver. Yet in doing that, my patient would have to 
pay two or three times what he would otherwise pay. I think that 
1s a very important recommendation you made. 

Mr. Blackman, I want to congratulate you and thank you for com- 
ing and giving us this information. You have been very courageous. 
I know there are some misgivings among some members of your 
family as to whether you were going to hurt your business by com- 
ing down here or not. Do you feel that you might have gotten 
yourself into trouble? 

Mr. Biackman. My father made an interesting statement before 
I came down here. I said “While it is very true most of the pharma- 
ceutical bulk manufacturers own their own little pharmaceutical 
ethical outfits, for example, Merck, Merck-Sharp & Dohme, and 
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American Cyanamid owns Lederle, there may be chance that you 
may have difficulty in procuring certain materials.” 

And his answer was “Well, I have heard of people converging on 
a common enemy, but I haven’t yet seen the day when they converge 
on a common customer; as long as we can pay for it, we will get our 

oods.” 
; Senator Witey. Did you ever hear of George Romney ? 

Mr. Biackman. I have heard of Romney. 

Senator Witey. Do you know what we did for him in some of these 
hearings ? 

Mr. Buackman. No,I am not aware of it. 

Senator Witey. You will have the same experience. 

Senator Krravver. I don’t know whether what Mr. Romney did 
helped American Motors or not. His stock certainly went up and 
his sales went up. But if there is any retaliation or any threat against 
you, which I would not expect, you will of course let us know. 

Mr. Biackman. I would like to thank the chairman and the Sena- 
tors of the subcommittee. I want to apologize because, initially, I 
was very nervous and I may have appeared antagonistic. I want 
you to know, I am not. I wanted to do the proper job. I thank you 
for putting me at ease, and I thank you for allowing me to bring 
this information to you. 

Senator Krravuver. This is your first time before a congressional 
committee, I believe ? 

Mr. Buackman. It is, Senator. 

Senator Witey. Don’t take any of your pills. 

Senator Kerauver. Thank you very much, Mr. Blackman. 

Mr. Biackman. Thank you. 

Senator Keravuver. Dr. Andrus, you have been very patient in wait- 
ing to testify. May I say that you are testifying at your own request. 


Will you come around now and introduce the people who are associ- 
ated with you? 


STATEMENT OF ETHEL PERCY ANDRUS, PRESIDENT, AMERICAN 
ASSOCIATION OF RETIRED PERSONS AND NATIONAL RETIRED 
TEACHERS ASSOCIATION ; ACCOMPANIED BY SOL NEUSTAT, PHAR- 
MACIST; LEONARD DAVIS, BUSINESS CONSULTANT; RUTH LANA, 
DIRECTOR OF SERVICES; AND MARY HARRIS, DIRECTOR OF 
PUBLIC RELATIONS 


Miss Anprus. Would you like me to introduce them ? 
Senator Krerauver. Yes, I want you to introduce the people with 
you. 

Miss Anprvus. To my right is Mr. Neustat, our licensed pharmacist, 
and directly behind me is Mr. Leonard Davis, our business adviser. 
Behind Mr. Neustat is Mrs. Ruth Lana, our director of services and 
next to her is Mrs. Harris, who handles public relations for our 
executive office. 

Senator Kerauver. Whois your pharmacist? 

Mr. Neusrat. Neustat, Mr. Neustat. 

Senator Kerauver. Why don’t you come and sit with Dr. Andrus? 

Mr. Neusat. Yes. 

35621—60—pt. 1428 
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Senator Kerauver. Where are you a registered licensed pharmacist ? 

Mr. Neusrar. The State of New York, the State of Pennsylvania 
and the District of Columbia. 

Senator Keravver. All right, Dr. Andrus. You have a statement 
which we have here. Will you proceed ? 

Miss Anprus. The two associations of older folk in our Nation 
of which I am the spokesman wish me to express to your committee 
their grateful appreciation for the privilege you have accorded me 
of reporting to you their experiences in a drug service for their mem- 
— successes, their frustrations, and their hopes for the 

uture. 

The American Association of Retired Persons and the National 
Retired Teachers Association have a combined membership of approx- 
imately 250,000 men and women, 55 years and older. They have 
banded together as nonprofit, nonpolitical organizations devoted to 
the welfare of the aging, and open to all interested elder folk. They 
are helping to find in themselves and in their activities and service 
to one another and to the Nation the answer of aging, called “the 
greatest single social problem of this and future generations—next 
to war. 

One of the early achievements of our two associations was the break- 
ing of the health insurance barrier against older people, a pioneering 
accomplishment which you hear advertised today with many imitators 
on TV, radio and the press. 

Following the tremendous success of this social achievement, thou- 
sands of our members sent me letters expressing satisfaction that they 
now had this protection, but stating that they had another financial 
strain, and that was the need to meet, on a limited pension or a 
retirement annuity, the high and mounting cost of drugs and pre- 
scriptions needed day in and day out, week in and week out, and 
month in and month out. 

Since one of the goals of our asgociations is helping our people 
financially, drugs and medicine being the most indispensable of our 
needs became our prime interest. We wrote to our people and asked 
them to tell us first of all, what was the nature of their drug needs, 
how much they spent on them, and whether they would want to 
have us try to serve them through mail service. 

The volume of response was tremendous. Our members responded 
enthusiastically. They told us that they had five major needs. They 
were the needs of the diuretics, the tranquilizers, medication for cir- 
culatory disorders, for diabetes, and for arthritis. 

They told us that their monthly costs for drugs prescribed for treat- 
ment left them little to live on. They estimated their drug costs some- 
whether between $15 and $30 a month, and urged us to immediate 
action. 

At once we set about inaugurating a drug service. We agreed that 
it would be a nonprofit service, we would urge our people if they could 
buy more cheaply in their neighborhood drugstore to do so, but that 
we offered to save our people 25 percent of the usual cost; that we 
would purchase our drugs and medications from reputable licensed 
pharmacists who would employ the services of other licensed pharma- 
cists at the going wage; that prescriptions would be safeguarded as 
to physicians’ signatures, and that prescriptions would be sent at our 
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cost by first-class mail, filled within 24 hours of receipt, and would be 
filled according to accepted procedure. 

We set up two pharmacies, one in California and one in the District 
of Columbia. And we made the announcement through our publica- 
tions, our two magazines, that members could obtain a drug price list 
on request. I am enclosing with this report a sample drug price list. 

(The document referred to, Exhibit No. 66, may be found on p. 
8779. 

Mies Anprus. Early in October 1959, official representatives of the 
Board of Pharmacy of the State of California informed the California 
druggist serving our group there that filling of prescriptions at a 
reduced rate to us was contrary to California law, and that he should, 
on October 15, 1959, cease and desist. The reason offered was, in 
brief, that there had been an infringement of section 651 of the Busi- 
ness and Professions Code of California, which states it to be un- 
lawful for any person licensed under this division to offer for sale any 
commodity at a discount or otherwise less than regularly charged 
under like conditions. 

On October 13, 1959, we withdrew our California service, sending 
out all our prescriptions and our orders to the Washington pharmacy 
for filling and mailing. 

I am enclosing a bulletin from the Newsletter of the Southern Cali- 
fornia Pharmaceutical Association, Ltd., in which the announcement 
is made under date of November 20 that groups, associations, and 
other organizations have made efforts to contract pharmaceutical serv- 
ices at a discount and that some pharmacy owners have resorted to 
the use of credit coupons, and so on, and that pharmacies and phar- 
macy owners should be warned that the use of any device entering into 
any agreement, would make them subject to having their license sus- 
pended or revoked. And the statement is signed by the executive 
secretary, and in caps: 

Remember, it is better to be safe than cited. 

In the corner of this: 


Over $4,000 was spent each week to advertise products for sale in our drug- 
stores. 

2 have enclosed here also a copy of the business and professional 
code. 

(The documents referred to, Exhibits Nos. 67 and 68, may be found 
on p. 8787.) 

Miss Anprus. At once we contacted the California Board of 
Pharmacy, contending, first, that the druggist serving us had sold 
the required commodities at a specified price; secondly, that, since 
our association is not licensed under the State of California as phar- 
macists, we did not offend; and thirdly, since we act as associations 
with closed memberships, hence unique as organizations, there would 
be no “like conditions” and hence no infringement. We are awaiting 
the opinion of the Attorney General. If this ruling is favorable, 
we shall at once reopen our California outlet for our drug service. 

If the decision is against us, we oldsters of California must realize 
that, as interpreted in our case, our California members are compelled 
either to pay a higher price to purchase the drugs they need to support 
life or they must be content to delay in being served from afar, where 
such punitive rules do not prevail. 





8264 ADMINISTERED PRICES 


Our Washington, D.C., pharmacy is in the meantime busily at work,, 
serving our older people, members of our association throughout the 
country, supplying them with brand-name drugs and prescribed medi- 
cations, at a saving of 25 percent or more. In some cases, the saving 
to our members has been as much as 40 percent. 

This experience of serving our people has been informative. We 
have learned from them much about arthritis; that pain has a cruel 
immediacy, that often our members are gullible to false claims of 
quick relief; that because arthritis is a relentless and progressive 
disease, it can be a very discouraging one. 

We learned from our medical advisers the facts that the Arthritis 
and Rheumatism Foundation earlier this week reported to this com- 
mittee; that the medical means are at hand for early detection and for 
checking the disease through long-term treatment; that thousands 
have become helpless cripples when the crippling could be prevented. 

Those are fine achievements. It is a consoling thought that medica- 
tion is available to relieve pure agony—to ease joints afire. Medicine 
and drugs have proved that arthritis is a disease that can be beaten, 
but to beat it, it needs a hopeful determined outlook—and drugs— 
drugs sometimes costly, nearly always continuing. To bring these 
measures of relief within the means of our members is AARP’s and 
NRTA’s greatest challenge. 

When I was preparing my report to you on the drug needs of the 
elderly, I wished to inform myself and present to you the cost of 
drugs from the testimony of others than our own members. To 
gain this information, we sent to groups of older people throughout 
the nation a questionnaire. I am reporting the answers to that ques- 
tionnaire from associations reporting a membership of 12,000 per- 
son—this copy was written last week; that would be nearer 25,000: 
yesterday. 

They reported that in order to carry on a useful and relatively active 
life, their cost of drugs averaged between $15 and $35 a month, and 
sometimes reached as high as $60, and this for medicines and drugs 
that they knew would not cure but might provide relief and mobility. 

I wish to share from some of the answers. I am going to just give 
you them in brief. 


Often members— 
says Mrs. Pine of the Kings Bay Friendship group in Brooklyn— 


Often members wait until symptoms become acute before purchasing the pre- 
scribed medication. In other instances they deprive themselves in other areas 
in order to pay for the medications. If medications could be purchased at lower, 
more reasonable costs, it would ease a great burden for many older adults. 

Some members pay from 10 cents to as much as $1 for each tablet or pill. 
Liquid drugs possibly average $2 per ounce—Physician on call $5 to $10—Office 
visited $2 to $3—S. T. Reader, 226 York Avenue, Kannapolis, N.C. 

In regard to arthritis we are aware that many of our members suffer greatly 
from this malady and are unable to obtain the proper care, owing to the high 
cost of cortisone and other drugs. We have advocated a program for some time 
that elderly people should have a discount on their drug purchases. Why not a 
cortisone bank, similar to the blood bank ?—Murray Doland, Chairman, Local No. 
5 Retirees, 1416 Campeau Street, South Bend, Ind. 

It is understood that some of the perishable drugs must cost high because 
of the loss suffered by the distributors and the retailers; this makes for hardship: 
on people of any age who are chronically ill and forced to take drugs. 
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I think this is one of the most pathetic we have had, the testimony 
‘of a man from Florida. 


A few weeks ago I had to go into a drugstore, a man came in with a prescription 
to be filled. He asked the druggist the cost. When he heard the charge he told 
the druggist to put up only half as on social security he could not afford the full 
amount.—Edward T. Lloyd, 831 North Arlington Avenue, Deland, Fla. 

Most of our members do without medication because they cannot afford medi- 
eation. Many of them cannot afford to go regularly to the doctors and therefore 
suffer in silence.—Golden Age Club of Daytona Beach, Fla., 508 North Degrave, 
Daytona Beach, Fla. 


And then this complaint of buying drugs from chainstores where 
they cannot secure the check to show the income tax and therefore are 
taxed again. 


One couple, trying to purchase more economically at chain and cutrate stores 
were forced to pay an additional amount of income tax ($129) recently because 
they were unable to verify chainstore purchases. In cities, purchases in such 
stores are generally unknown to the store managers, who, in turn, refuse to give 
statements of verification a year after the purchases were made.—Evelyn B. 
Hoge, Fulton County, Department of Public Welfare, Atlanta, Ga. 

A recent interview of a senior citizen might explain it better as it is rep- 
resentative of many. An elderly woman very badly crippled with arthritis 
had 48 prescriptions in her purse that because of no money could not fill, but 
continued to go weekly to her doctor and pay each time never revealing she 
could not get the medicine. She did not want charity, only the pain was so 
severe. She wanted to work for it. She was 92 years old—Mrs. Arlene Griffin, 
152 Baden Street, Rochester 5, N.Y. 


Our task has not been easy, but the goal has been and is insistent 
in its immediacy. We need to help our members replace the optimism 
of hope for the defeatism of despair. We have, however, received 


some unexpected setbacks from eran sources. 


In my own little town in California last week, one of the pharmacists 
volunteered the information that he had been notified that he was 
no longer privileged to offer reductions at 10 percent. 

The Ventura Star Free Press, the highly oad newspaper of our 
neighboring city and county seat, Ventura, Calif., published recently 
a letter to the editor, signed by the secr etary of the Ventura County 
Pharmaceutical Association, in which he notes that we have asked 
pharmacies to extend similar price reductions on medication and 
pharmaceuticals to persons over 65. And then he adds: 

However, to our senior citizens over 65, in modest circumstances, relief is 
available under our present welfare program and none need suffer. 

In other words,, we can put ourselves on charity and ask for relief. 

Senator Kerauver. Let the letter be published in full as set forth. 

(The letter referred to, Exhibit No. 69, may be found on p. 8788.) 

Miss Anprus. And then we have had some very gracious comments 
from the pharmaceutical association. Under date of August 27 we 
have this statement : 

Next month there will open in Washington, D.C., an unusual cutrate pharmacy, 
one where any person paying the $2 fee to the association can purchase drugs. 
This is no experiment, but the first step into the drug field of an organization 


directed by skilled administrators who are rapidly winning the support of 
oldsters, 


And down in the third paragraph: 


A clue as to how well AARP’s drug purchasing plan may be accepted is the 
fact that of the 100,000 members of the Retired Teachers Association, 70,000 
have subscribed to health insurance offered by that association. 
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Under date of November 27 the pharmaceutical association prints 
this in their newsletter : 

Mail order prescriptions and other drug sales sponsored by the American 
Association of Retired Persons at a guaranteed discount of at least 25 percent 
are booming, and there is nothing in sight but more booming. The clerical 
staff has jumped from three to nine in the last 45 days, and less than a month 
ago 300 prescriptions were filled on the average day and now the store is han- 
dling more than 600— 
that an increase is on the way, or something of that sort. 

We received some very fine help and much understanding and 
thoughtful cooperation from the manufacturing pharmaceutical 
people. Merck, Sharp & Dohme even suggested that we might be 
interested in buying on time. We told them we didn’t need to. 
Upjohn, Ciba, Schering, White, Abbott, Squibbs, Winthrop Labora- 
tories, all of them have been gracious to us and have been helpful in 
serving us. 

Only one organization has said to us that it was not willing, and 
that is Parke, Davis, and only this last week, December 4, we received 
this notice from the Parke, Davis group. I would like to say that 
Mr. Neustat, who is here with me, and the operator of our pharmacy, 
had been a customer of Parke, Davis for approximately 15 years on 
a direct buying basis. On December 4, he received the following letter 
from Parke, Davis: 

December 3, 1959. 

We have concluded that we do not wish to make further use of the distribution 


facilities of Neustat Drug Stores. 
We are therefore closing your account permanently, effective immediately. 


(The letter referred to, exhibit No. 70, follows :) 
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New Youk 4, AH Y 7920 EMPIRE STATE BUILDING 


OFFICE OF THE MANAGER 


December 3, 1959. 


Neustat Drug Stores 
Vassar Road 
Red Oaks Mill 


Poughkeepsie, New York 
Gentlemen: 


We have concluded that we do not wish to make further use 
of the distribution facilities of Neustat Drug Stores. 


We are, therefore, closing your account permanently, 
effective immediately. 


Very truly yours, 
PARKE, DAVIS & COMPANY 
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ao \ a er 


’ 
Manager New York Branch 
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Miss Anprus. This refusal to supply us by Parke, Davis has already 
resulted in the increase of the cost of items of 15 to 30 percent, and 
has also made it difficult in most cases and impossible in others to 
obtain from a wholesaler vitally important drugs for our membership, 
when the prescription names Parke, Davis products. 

I think it might be interesting to note that what Parke, Davis is 
doing to us is taking from us the 20 percent profit that we were able 
to pass on to our people, and requiring us to pay that 20 percent profit, 
and in turn require it of our people. 

In our opinion, the decision announced in the reply from Parke, 
Davis represents the tragedy of the entire situation—the absolute 
control of distribution of drugs by the manufacturer, in turn so 
arranged that our elderly retiréd members with limited incomes are 
required to pay from two to five times the price at which items could 
and should be sold. 

I am showing to you, too, on the next two pages, a letter from the 
president of the Dart Drug Co., Mr. Haft, showing the kind of things 
that we face in States where we have no recourse such as you have in 
the District of Columbia. You will notice here the prices. 

In the first list the Parke, Davis products are given as Parke, Davis 
would ask us. The next list is the list at which Mr. Haft is able to 
buy his products, and the fourth column is the list in which he sells it. 

If you will notice, those are variations of from 56 to 61 percent of 
difference. 

Now, when we come to the meticorten, you will see that Mr. Haft 
is selling his meticorten at $19.90, buying it at $17.90. 

On the next page we have blown up the labels illustrating the dif- 
ference in prices between the brand names and the generic product, 
and I want to call your attention to two facts: (1) that under the 
Schering label of meticortens its generic equivalent prednisone is 
named; (2) and on the other label where the prednisone is listed as 
itself, the dosage is given, “initiak dose from 20 to 30 milligrams 
daily, and the maintenance dose 5 to 20 daily.” 
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(The documents referred to, exhibits No. 71 and No. 72, follow:) 





DART DISTRIBUTING CORPORATION 
GENERAL OFFICES: SUITE 3, 1801 COLUMBIA RD., N.W. © WASHINGTON 9, D. C., DECATUR 2-3344 


December 7, 1959 
Dr. Ethel Percy Andrus 
American. Association of Retired People 
925 15th Street, N. W. 
Washington, D. C. 


Dear Dr. Andrus: 


Per your request we are happy to quote our current discount 
prices available at all Dart Drug Stores in the District of Columbia 
and Virginia. 


Per your suggestion we are noting below for each item, in 
column 1, the manufacturer's suggested retail price, column 2, the 
item, and it's size, column 3, our cost price, and column 4, the 
retail price in our stores. 


Parke Davis & Co.: 


3.89 Abdol with Minerals 100's 1.70 2.38 
5.08 Abdec Capsules, 100's 2.10 2.88 
5.40 Paladec’ Pints 2.35 2.96 
9.67 Myadec 100's 4.30 4.99 


The following items are dispensed by prescription only. We 
are glad to quote the same prices in the same form as above. 


29.83 Meticorten 5 mg., 100's 17.90 19.90 
--- Prednisone 5 mg., 100's 2.70 3.60 


The generic chemical name for the above listed Meticorten by 
Schering is Prednisone. 


Thank you for giving us the opportunity to quote these prices 
on the above listed items, and if we can quote the prices on any 
other items, we will be most happy to do so. 


Sincerely yours, 


(Negba il 
Herbert H. Haff, President 
Dart Drug Corporation 


O #1 0 #22 O #33 Cl #44 — #55 
1801 COLUMBIA RD., N.W. 8511 FENTON ST 828 14TH ST, N.W 2925 NICHOLS AVE, S.€ THOT COLUMBIA RD. NW 
WASHINGTON, 0. C SILVER SPRING, MD WASHINGTON, D. C WASHINGTON, 0. ¢ WASHINGTON, D. C. 
#66 0 #77 
722) WISCONSIN AVENUE 1715 K STREET, NW 


BETHESDA, MO WASHINGTON 6 D.C 
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BRAND NAME AND GENERIC PRODUCT 


*‘ysonbas uo ajqepieae 






3 
io 100 TABLETS 
Sos 
So = 
Bes 
e538 
asf . . 
== Caution: Federal law prohibits 
® § dispensing without prescription. 
o 


Schering Corporation 
BLOOMFIELD, NEW JERSEY 


METICORTEN SCHERING Wholesale 
"Prednisone" Cost 


100 Tablets 5 mg. 
17.90 









100 TABLETS 


REDNISON 


(U. S$. PAT. No. 2579479) 


USE: Rheumatoid arthritis, chronic 
bronchial asthma, intractable hay 
fever. allergic dermatoses, allergic 
and inflammatory eye diseases. 
Recommended Dosage: Initial dose: 
20 to 30 mg. daily. Maintenance dose: 
5 to 20 mg. daily. 


CAUTION: Federal law prohibits dis- 
pensing without prescription. 
CONTROL: 

Distributed by 
THE CARROLL CHEMICAL CO. 


Baltimore, Maryland 


Cat. No. 1243 


PREDNISONE 
5 mg. 100's 


Wholesale 
Cost 


2.70 





Usual dose: One-half to 
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Miss Anprvs. If you will notice here on the manufacturer’s list 
price, in California the price is per hundred tablets $29.83 ; that means 
that people in California, for the initial dosage, pay daily from 
$1.19 to $1.79 if they take meticorten, as against 4 to 15 cents if they 
take the same drug under the generic name prednisone. 

I don’t know that that sounds like such overwhelming price dif- 
ferences except when you realize that, if our people live on social 
security alone, at today’s average monthly benefit of $72.53, that means 
that today’s social security pay on a 30-day month is $2.42. 

(At this point in the proceedings, Senator Wiley left the committee 
room. 

Mie Anprvus. And when you take $1.79 for meticorten out of $2.42, 
which is your full day’s income, you have a problem, a really tragic 
problem. 

This, gentlemen of the committee, is our story. We realize with 
humility and gratitude the vast amount of expense that has gone into 
the great risks involved to discover new and improved methods to 
treat those afflicted. We realize with a warm sense of thankfulness 
the offers of cooperation from druggists all over the Nation. We 
realize the need of the local druggist to be assured a fair percentage 
of profit; with him we have no disagreement. 

But we also realize that it is a mystery in American economy that 
someone in office or in control, official or otherwise, has the power 
to determine for another the rate of profit he must ask, or be penalized ; 
we realize, too, with deep regret and a deep sense of concern that in 
American drug service there are, in some places, two conflicting 
values—that for human relief and that for a price maintenance. 

The wise ones tell us that there are four incentives to great en- 

deavor: money, love, honor, and the joy of doing. 
_ This is the only way we know how to save money for our people, by 
increasing their purchasing power, and love and concern to give them 
the relief from worry and the comfort that they need. And honor, 
that they trust us and know that we will not fail them; and, last of 
all, the joy of doing, doing a job that calls for doing, and heartens 
us that we have the strength and the courage to answer that call. 

Again, for our two Associations, I repeat our prideful appreciation 
for the privilege of addressing you. I want you to know that we have 
felt that you as a group are our consumers’ league that will help us 
do the thing that must be done; that you will initiate and help enact 
legislation that will break through the unjust distribution practices 
of manfacturers that seem to count from the fixed retail price down- 
ward, instead of from the cost upward, so maintaining an artificial re- 
tail structure to the benefit of themselves, perhops, but certainly to the 
denial of our people. 

. You asked me for our experience, and I am wondering if you would 
like to know what we think we should do. 

We are planning very definitely to ask for a council of medical 
consultants, a consumer medical service. Our groups haven’t the 
money to tell our doctors what we think that they should do, but we 
are definitely pleading with the doctors that they will understand the 
desire that is in our hearts. 
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We know that the pharmaceutical people in their contacts with 
doctors rely upon the laws of recency and emphasis. But the law of 
primacy should recall to the doctor that he learned in school to give 
the generic name instead of the brand name, and that is what we are 
going to ask of him now. We are going to ask you to help us in some 
way plan a commission that will be organized professionally with a 
personnel dedicated to inform themselves on generic equivalents, will- 
ing to serve as a standardizing agency as to laboratories offering 
generic products, appointing representatives from this group to act 
as inspecting agents to bring home to the physician the realization that 
it is his patient who in the end suffers from this discrimination in the 
relative costs of the medicine he prescribed. We want also to inform 
our members and have them be assured that the recommended equiv- 
alents are identical to the thing prescribed. We want again to appeal 
to the pharmacist for his cooperation, and we pledge to him our 
support. 

That is the program that we would like to see made possible, 
and that is the program for which we would ask your assistance, 
that there be organized a consumer’s protective league that will have 
in their hearts the need to provide drugs at prices within the means 
of our people. 

We have no war with anyone. We have never asked any of the 
pharmaceutical people to give us any other price than the price that 
they offered us. We arranged to secure our drugs through Mr. Neu- 
stat, who has had big contracts and therefore good reductions. We 
question very much, because we are trying to share with older people 
profits which might have been his or ours, that we should not have 
the privilege of doing so. It is a tremendous challenge. I know 
the care of the aged is in your hearts. We are thrilled that you are 
interested, and we pledge our support. Thank you very much. 

Senator Krerarver. Dr. Andrus, as I understand it from the letter 
from Dart Drug Corp., the chief thing that you are driving at is 
to try to get the drugs named in the prescriptions listed in their 
generic rather than their trade names. 

Miss Anprus. Yes. I think that is something that we have to do, 
if that is the only way in which we can meet the problem of the 
big pharmaceuticals. We hope to create a formulary by which in the 
standard fashion that is being done today in hospitals, where the head 
of the hospital calls in his staff of doctors and says, “Here, we can’t 
put jall of these things on the shelves. Suppose you agree to cer- 
tain things.” 

. And in some such fashion perhaps we can put this on a professional 
asis. 

It is something that we, as older people, can’t do. It is something 
to which we must turn for your help and guidance and to the pro- 
fession for decisions. 

Senator Keravver. I notice in this letter it says the wholesale price 
for Meticorten is $17.90. That is the price we have been talking about. 
With prednisone, which is the generic name, the price for the same 
amount in 5 milligram 100’s is $2.70. So it is being able to purchase 
in this generic name—— 

Miss Anprus. On the blown-up labels, both are shown to be iden- 
tical. But it would be awfully hard to tell an older person that 
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some pharmaceutical company was determined to ask of him 30 cents 
instead of 4 cents when it knew he had only $2.42 for his day’s in- 
come. And so we are going to have to assure our members that that 
is the same, and have the help of somebody in a professional status 
to help us. 

We can’t do it alone, but we will do our best. 

Senator Keravuver. I recognize one problem that the pharmacist 
has and that we have been told about here today. As matters go now, 
he has to stock prednisone, for instance, in all of its trade names, 
and that any doctor might prescribe, which requires him to keep 5 
or 10 different types of brands of the same medicine in his store. 
This runs his inventory up considerably, and reduces his ability to 
lower prices. 

May I ask, Dr. Andrus, how many members of the Retired Teachers 
Association are there? 

Miss Anprvus. 100,000 of the 175,000 retired teachers in the Nation. 

Senator Krerauver. There are a total of 175,000 retired? 

Miss Anprus. That is the estimate of the Department of Health, 
Education, and Welfare. 

Senator Krrauver. And 100,000 are members of this association? 

Miss Anprus. 100,000 are members of the National Retired Teach- 
ers Association. 

Senator Kerauver. The rest of your membership of 250,000 is made 
up of the American Association of Retired Persons? 

Miss Anprus. Yes. 

Senator Kerauver. To be a member, do you have to be more than 
55 years of age? 

Miss Anprus. To be a member in the National Retired Teachers, 
one must be a retired teacher of a school of the United States. 

To be a member of the American Association, one must be 55 years 
of age or over. 

Senator Keravuver. Is this a nonprofit organization ? 

Miss Anprus. Both are nonprofit. Both are served by officers 
without pay. 

Senator Kerauver. You mean youas president don’t get any salary ? 

Miss Anprus. I have never received a salary from either organi- 
zation. 

Senator Keravver. Do the officers of either association receive any 
pay ? 

Miss Anprus. Many of them have—I think the great group of them 
do not, just those that are staff officers receive pay. 

Senator Kerauver. How many members of the staff receive pay ? 

Miss Anprus. I can’t answer that. About 7. 

Senator Kerravuver. You are giving your time and effort to this 
cause ? 

Miss Anprus. It is my whole life. 

Senator Krrauver. Are you the president both of the American 
Association of Retired Persons and the National Retired Teachers 
Association ? 


Miss Anprus. Senator Kefauver, one was the outgrowth of the 
others. 
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There are teachers—when our teachers had secured these different 
benefits for themselves, they clamored to share them with others, and 
we were afraid that it would invalidate the services if they did so. 
So we consulted with the Department of Health, Education, and 
Welfare, we went to the various committees on aging, we went to the 
social welfare groups and said, “What will we do about it?” and they 
said “Form another association. We need a responsible group for 
older people.” 

Senator Krrauver. What is the American Association of Retired 
Persons? 

Miss Anprus. That is the organization that grew out of the NRTA. 

Senator Krrauver. I see. You are a retired school teacher your- 
self, Dr. Andrus? 

Miss Anprus. Yes. 

Senator Kerauver. Where did you teach? 

Miss Anprus. I taught first at the Illinois Institute of Technology, 
then known as the Lewis Institute in Chicago. I taught there for 7 
years. I went to Manual Arts High School in Los Angeles and be- 
came their vice principal, and for 28 years I was principal of the 
Lincoln High School in Los Angeles. 

Senator Kerauver. You have had a long career as a teacher. 

Miss Anprus. A very happy one, Senator. 

Senator Keravuver. All right, Mr. Dixon, do you have some ques- 
tions? 

Miss Anprus. Is there anything you would like to ask of our group? 
I would be glad to answer. 

Senator Kerauver. What are the dues of the association ? 

Miss Anprus. Our association has—in what regard, Senator Ke- 
fauver, in regard to the drugs? 

Senator Krerauver. No, the dues. 

Miss Anprus. Oh, I’m sorry. The dues are $2 for the American 
Association and $1 for the National. Out of that we do everything. 

Senator Kreravuver. Is that a month or a week ? 

Miss Anprvus. A year. 

Senator Krravver. $1 a year for one of them and $2 a year for the 
other ? 

Miss Anprus. $1 a year gives NRTA a quarterly, gives our mem- 
bers all our services, gives us the benefit of a travel bureau from which 
we send abroad a limited number who are able to profit by it. 

It gives us opportunity for our insurance, for which we have fought 
long and hard, and the best insurance that is offered anywhere. I 
know that sounds like an advertisement but it is true. We have been 
very eager, as perhaps you know, Senator Kefauver, although we are 
proud of our insurance, we are hoping that somehow or other we are 
going to have a trusteeship that will care enough to say what is the 
best type or types of health insurance for the people of our age, and 
then call in open competition, Blue Cross, Blue Shield, the whole 
insurance industry, and let them compete against one another, and 
give us the very finest and cheapest health coverage cutting out waste- 
ful advertising in competition, so that our people will be protected 
in their old age at a cost they can afford. 

Senator Kreravver. Do practically all of your members have to live 
on social security or on other pensions ? 
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Miss Anprus. I don’t imagine that that is true. But we know that 
52 percent of our people were not able in 1956 to pay income tax; 48 
an. were. And of that 48 percent the average income was about 
$5,000. 

Senator Krrauver. You mean 52 percent didn’t earn enough to have 
to pay income tax ? 

iss Anprus. That’s right. That is internal revenue report fig- 
ures. It is older people who have the lowest income. 

Senator Krrauver. That 52 percent would be earning $600 or less. 
I think the exemption is $600. 

Miss Anprus. Yes. There would be a double exemption for those 
over 65. 

Senator Kerauver. $1,200. 

Miss Anprus. Yes. 

Senator Keravver. All right, Mr. Dixon, do you have some ques- 
tions ? 

Mr. Dixon. Mr. Chairman, I suggest that the various exhibits which 
Dr. Andrus referred to should be made a part of the record as exhibits 
66 through 72. 

Senator Keravuver. All right, that will be done. 

(Exhibits Nos. 66 through 69 may be found beginning on p. 8779 
of the appendix, Exhibit 70 on p. 8267, Exhibit 71 on p. 8269, and 
Exhibit 72 on p. 8270.) 

Senator Krerauver. Senator Hart? 

Senator Harr. You referred to a saving of up to 40 percent that 
was made possible by this druggist service. This is on your pre- 
pared statement, page 4. This 1s a saving that was possible even 
wate the physician gave a trade name as distinguished from a generic 
term ? , 

Mr. Nevustat. Yes, that is true. 

Miss Anprus. You see, Senator, we have never asked for any 
privileges for our people, from the pharmaceuticals. We simply told 
them we were going into business, would they help us? And on that 
dollar, that would be the average price of a prescription, we saved 
our people at least 25 cents, because of prices that Mr. Neustat was 
able to secure for us. 

Senator Harr. I would be interested, and I think the committee 
might be interested, in determining specifically from Mr. Neustat 
how it is possible to take a prescription which bears a trade name 
and fill it at from 25 to 40 percent less than I would be able to have 
it filled if I presented it to the druggist myself. 

Mr. Nevstar. The point is that we took the normal retail price and 
we give them the 25 percent. Now the reason for saying between 25 
and 40 percent is that in many cases the pharmacist, when he fills a 
prescription, will not use what we use, the regular price. 

I don’t want to use the words “fair trade price”; the regular price. 

He will use the list price which in many cases is 10 percent higher 
than the fair trade price or the normal price. 

Senator Harr. Is this a saving that represents only a lesser charge 
by the pharmacist though he uses the same ingredients? 

Mr. Neustar. Yes. 

Senator Harr. And pays the same for the ingredient that he is 
using? Is it simply an action by the retail druggist, by you, or is 


there involved in this saving a lower delivered price from the 
manufacturer ? 
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Mr. Nevustat. Well, let me explain that. In the manufacturer’s 
price book there are usually two figures or many times three figures, 
what we call the list price. Secondly, what we consider the normal 
price or fair trade price, which in most cases are 10 percent less than 
the list price, and the third price is the cost to the pharmacist. 

Now the differential between the—in other words, if we would use 
the fullest price, there would be a 40 percent differential, whereas in 
many cases the fair trade price would be a 3314 percent differential. 

Senator Harr. I am seeking only a better understanding myself. 
Assume I am given a prescription which calls for Meticorten. I am 
using the illustration you have in the book here. And I am not a 
member of this association. I go in, I present it and it is—— 

Mr. Nevstat. If you were not a member, you cannot take advantage 
of the buying at the pharmacy, you have to be a member. 

Senator Harr. I am going next door to you and it is filled at the 
price that has been testified to throughout the last several days. I go 
to you and you fill it at this substantially lower price. 

Mr. Nevustar. Yes. 

Senator Harr. You give it to me at a substantially lower price. Is 
the cost to you of the product Meticorten higher, lower, or the same as 
the cost to the next-door druggist ? 

Mr. Nevustat. There are two answers actually. First, as far as cost 
to us, when we buy direct, for example, we effect a saving in discount. 
In other words, buying direct from the manufacture, as Merck Sharp & 
Dohme, we get a discount buying direct and we also get a discount 
when we buy in quantity, if that answers the first part of your question. 

Senator Harr. It does in part, but is your status in the eyes of the 
manufacturer of Meticorten different than your next-door neighbor 
druggist ? 

Mr. Nevusrat. It is for this reason: If I can dispense 5,000 tablets 
in 1 week instead of 100 tablets, and 5,000 tablets, I do get the difference 
in price by buying it in larger quantities. 

Senator Hart. The difference then is simply the volume—— 

Mr. Neustat. Quantity purchased, right. 

Senator Harr. That you order? 

Mr. Neusat. That’s right. 

Senator Harr. Your next-door neighbor could obtain that product? 

Mr. Neusrat. At the same price. 

Senator Harr. At the same price? 

Mr. Nevsrat. That’s right. 

Senator Harr. I see. 

Miss Anprus. But may I answer that in this way too? That in 
States where there is no fair trade, at for instance the State of Wash- 
ington, we cannot meet their prices. They still can undersell us. 

Senator Harr. You lost me, Doctor. 

Miss Anprvus. In other words, you see they can get a rate very much 
cheaper than we can. We still have to pay a higher rate. That isn’t 
true here in the District of Columbia. I am speaking of our California 
distribution. We couldn’t meet prices of the State of Washington: 
we couldn’t meet prices of Texas. We couldn’t meet prices of any of 
the States where there is fair trade, no matter even with 25 percent 
discount, because already those people have a cheaper rate than we 
could meet. 
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Senator Harr. What people are you referring to? 
Miss Anprus. Our people, our members, members of our associa- 
tions. 

Senator Harr. You mean ? 

Miss Anprus. People who are 65 and over. 

Senator Harr. An individual in one of those States you named—— 

Miss Anprus. Yes. 

Senator Harr. Could have a prescription filled locally ? 

Miss Anprus. We would send them a prescription, they would write 
back and say “I can get it more cheaply here.” Then we would con- 
tact a reputable druggist there and they would say “Yes, this is a fair 
trade. Do you want us to work with you” 

Mr. Neustat. May I continue on that for just a moment? 

Senator Harr. Yes. 

Mr. Neustat. Let’s take for example an item. I explained to you 
three prices in the book, first the list, secondly the far trade, normal 
price, and the other would be our cost. 

For example, if a tablet cost us $30 say for a hundred, that would 
be the first price or the list price. Then the normal fair trade price 
would be 10 percent less than that, which would be $27. The normal 
cost to the ghavesnties would be $18. Now when the average person 
goes into a pharmacy, the pharmacist normally will charge him on 
the basis of the $30 price. Usually when we give them the discount 
we don’t give them the discount from the $30 price but we give them 
the 25 percent discount from the $27 price. 

So therefore when we say between 25 and 40 percent, the difference 
between—in other words, we are giving him 25 percent from the $27, 
and in most cases it would be actually the difference between what we 
charge them and the $30, which in effect is more than 25 percent. Do 
you follow what I am trying to say? 

Senator Harr. I do with respect to the arithmetic, yes. 

What is your relationship to these major pharmaceutical houses? 

Mr. Neustat. In what respect ? 

Senator Harr. Are you in direct contact with them ? 

Mr. Neusrat. Yes. 

Senator Harr. I take it you are except for Parke, Davis. 

Mr. Neusrar. Except, yes, Parke, Davis. Recently we tried to open 
up directly with them, and they constantly refused even to answer us 
by telephone. We finally sent them a wire, and they even ignored the 
wire that we sent to them. 

We have on record that they received our wire. 

Senator Harr. The record of the committee may reflect this. I may 
have missed it. Have you identified your address and the nature of 
the business that you do, whether you are an employee of the 
association ? 

Mr. Neustat. Yes, of the Retired Persons Pharmacy. 

Senator Harr. Is this a corporation organized separately but owned 
by the association ? 

Mr. Nevustat. Yes. 

Senator Harr. Thank you, Mr. Chairman. 

Senator Kerauver. Mr. Chumbris? 
Mr. Cuumpnis. I have no questions. 
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Senator Keravuver. Mr. Peck? 

Mr. Peck. Thank you, Mr. Chairman. Dr. Andrus, for your own 
sake I would like to tell you that your old school, the Lewis Institute, 
now the Illinois Institute of Technology, is doing mighty well. You 
have reason to be proud of it. 

Miss Anprus. I was their first woman with a degree, not actually 
in time because they gave the degree after I left. So that when they 
gave me the degree, it was an ENG and I got all the engineering pam- 
phlets, though I graduated in English. 

Mr. Peck. Well, it is a thriving institution now, I assure you. 

Miss Anprus. It is one of the greatest institutions today in 
technology. 

Mr. Peck. I would like to address just one question to Mr. Neustat. 
Dr. Andrus noted in her statement and I shall quote from page 9: 

In the procuring of drugs to fill the orders of our members, we have met with 
great consideration and thoughtful cooperation from the manufacturing chemists 
and local druggists for the most part. However, one of the major companies 
has announced its unwillingness to supply us. 

Now, that statement of unwillingness came in a letter addressed to 
you I believe. 

Mr. Neustar. 'To me, to me personally ; yes. 

Mr. Peck. Now, it is not true that, in the light of the willingness 
of the others, this Jetter was written for reasons other than what we 
might be led to assume ? 

Miss Anprus. I don’t know. The letter stated very definitely that 
the writer was the authoritative member for our licensed pharmacists, 
that we would expect either an answer that they were going to do 
business with us or were not, and if we didn’t hear from them it would 
be presumed that they were not. That telegram crossed this letter, 
saying that they were not going to do business with us. 

Mr. Peck. That they were not going to do business with the Neustat 
Drug Stores. 

Mr. Nevsrar. That’s right. 

Miss Anprus. Who had been our purveyor up to this time. 

Mr. Peck. Dr. Andrus, your final paragraph on that page indicates 
that the tragedy of the situation stems from the “absolute control of 
distribution of drugs by the manufacturers.” 

Isn’t it true that according to your earlier paragraph they have been 
generally cooperative ? 

Miss Anprus. They have been gracious, but I hardly feel that just 
being gracious is the thing we want. We want a price which our 
people can afford to pay. 

Mr. Peck. I can certainly understand. I want to compliment you, 
Dr. Andrus, on heading up an organization which appears to be trying 
to do something about this situation rather than just complaining. 

You are trying to do something and you are to be congratulated. 

Miss Anprus. I think this: I think the unique thing about our 
organization is that it is older people working with one another 
trying to realize that we must keep on growing and serving and not 
just bemoaning our fate. 

And because we don’t want to accept charity and we do want to 
earn our way, while earning respect for the things we are doing, that 
we want people to give us consideration. We are not asking for 
charity. But when Parke, Davis simply says, “You have $20 and 
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now I am going to take $20 away,” I think they aren’t thinking wisely. 
I think doing what they did was poor public relations, if nothing else. 

Mr. Neusat. May I just make one comment to that? 

Mr. Peck. Yes, sir. 

Mr. Neusrar. There are two other companies who have refused to 
sell us only via telephone and that is one of the reasons why it was 
not mentioned here up until now, and that was Lederle Laboratories 
in Pearl River and the Merrell Co., who just called us this afternoon 
during the intermission. 

The Merrell Co. is in Cincinnati, Ohio. 

The reason it was not mentioned up until now is because we had 
no written copy or proof to show you as an example. 

We just didn’t want to mention that it was just telephone conver- 
sation. But it was both by authoritative people in the organization 
that have told us and refused to sell us. 

Mr. Peck. Mr. Neustat, I believe that any new operation such as 
yours is bound to have difficulty at first because of misunderstandings. 

Miss Anprus. We are still going to make the plea. 

Mr. Peck. And in time to come I think that you will find perhaps 
that your opposition is not all that you might think it is. 

Mr. Neusat. I hope you will help us. 

Mr. Peck. I think that probably in your own negotiations you can 
do a lot by yourselves. 

Miss Anprus. Senator Kefauver, I have hundreds of letters here 
in which there is expressed the people’s need, their appreciation of 
what you are doing, appreciation of what we are doing, also pitiful 
stories of people who just suffer because they haven’t the means. 

Senator Kerauver. We would like to have a chance to read them 
and then we will return them.to you if you would like to have them. 

Mr. Kittrie has a question. 

Mr. Krrrriz. Dr. Andrus, you are able to offer your members lower 
prices on some of these drugs. Now, if your members would get more 
prescriptions that are in generic names rather than tradenames, you 
would be able to give them a bigger saving yet; is that right? 

Mr. Neusrar. That is correct. 

Mr. Krrrrie. In fact your members, whether they buy from you or 
from some other drug supplier, would have a substantial saving if the 
prescription they get would be in generic terms; is that right ¢ 

Mr. Neusrar. That’s right? 

Mr. Kirrrm. One of the questions that came up here was what can 
Congress or what can the Federal Government do to help combat 
high drug prices? 

Now, could your organization send out letters to your members 
saying: “Next time when you go and see your doctor ask him if he 
would give you a prescription in generic terms.” 

The accusation has been made here that the doctors are brainwashed 
to prescribe by brand name. Now, instead of the Federal Government 
coming in and legislating, is it possible for the individual who gets a 
prescription to come back to his doctor and say, “Would you check 
and see if you could give me another prescription in generic terms 
which may save me a lot of money ?” 

Miss Anprus. Yes; only we want to safeguard. We don’t want to 


take away from the doctor the privilege of saying what medicine 
and by whom. 
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We want to safeguard in the doctor’s mind that the generic med- 
icine or product is made in a fine laboratory under standardized 
conditions, and we would like this help. 

When you ask us what we could do, I think if you could form an 
association of consumers’ medical advice to doctors, to people, assure 
that the druggists were with them, and then I think we could meet 
the needs of our people on modest circumstances. 

Mr. Krrrrie. But it would be possible then, at least in theory, to 
answer this whole problem by a process of public education rather 
than Federal legislation? 

Miss Anprus. Yes; by short circuiting the major pharmaceuticals. 

Mr. Krrrrm. Thank you very much. 

Senator Kerauver. Dr. Andrus, you say that practically all the 
drug companies are cooperating with you or at least being gracious 
in their dealings with you? 

Miss Anprus. I’m sorry I didn’t hear that, Senator. 

Senator Kerauver. Did you or did Dr. Neustat say that most or 
practically all of the drug companies were cooperating with you? 

Miss Anprus. Yes. 

Senator Keravuver. Or being gracious, except Parke, Davis? 

Miss Anprvs. Yes. 

Mr. Neustat. And two others which I mentioned. 

Senator Kerauver. Parke, Davis makes chloromycetin which is 
one 

Mr. Nevstat. Of the antibotics. 

Senator Kerauver. One of the most important biotics. 

Mr. Neustar. That’s right. 

Senator Kerauver. Many people want and need chloromycetin. 

Miss Anprus. Yes, they use it, antibiotics, and other drugs in addi- 
tion to that. 

Senator Kerauver. Are they the only ones who make chloro- 
mycetin ? 

Miss Anprus. Yes, that is their patented name and drug. 

Senator Kreravuver. They don’t license it to anybody at all ? 

Miss Anprus. As far as I know, I don’t think so. 

Senator Krravuver. So if you need it they are the only ones that 
you can get it from ? 

Miss Anprus. Theoretically we can get it from the local jobber at 
an additional charge varying from at least 15 to 20 percent. 

But that is not our only problem, and it is not only the price factor 
that is a problem, it is the matter of supply. There are many items 
that we use, many pharmaceuticals that older people use, and use in 
great quantity, and many of the new wholesalers in this area are 
unable to supply us with the quantity that we actually need. 

That is our second problem, it is not only the price problem, it is 
also the supply problem. 

Senator Krrauver. You have to pay the higher price then? 

Mr. Nevstar. That’sright. Higher price and limited supply. 

Senator Keravver. You don’t sell to anybody except to qualified 
members of these associations ? 

Miss Anprus. That’s right. 
Mr. Neustat. That’s right. 
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Miss Anprus. They certify their membership. 

Senator Kerauver. What is that ? 

Miss Anprus. I say they certify their membership. 

Senator Keravuver. That is interesting testimony you have pre- 
sented. We are glad we afforded you an opportunity of coming. I 
hope in view of the fact that the others cooperate, that Parke, Davis 
may reconsider its attitude. 

Tomorrow we will not meet in this hearing room, which has been 

reempted for some other purpose. We will meet in 308-G in the 

ew Senate Office Building—that is the big auditorium—at 10 o’clock, 
at which time witnesses from Upjohn will be heard. We stand in recess 
until then. 

(Whereupon, at 4:30 p.m., the hearing was recessed, to reconvene 
at 10 a.m. Saturday, December 12, 1959.) 
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SATURDAY, DECEMBER 12, 1959 


U. S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MoNopoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
G-308, New Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Hart, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority ; Nicholas N. Kittrie, special 
counsel for minority; Horace L. Flurry, assistant counsel; Joseph 
C. Golden, attorney; Dorothy D. Goodwin, attorney; Ed Dupree, 
attorney; John M. Blair, chief economist; E. Wayles Browne, Jr., 
economist; Irene Till, economist; Lucile B. Wendt, patent consultant; 
Paul S. Green, editorial director; and Gladys E. Montier, clerk. 

Senator Kerauver. The committee will come to order. 

Today we have with us Dr. Upjohn, president of the Upjohn Co., 
a very successful and well-known company of Kalamazoo, Mich., 
Senator Hart’s State. Dr. Upjohn has a short introductory state- 
ment. Dr. Upjohn is a distinguished and well-known citizen of the 
State of Michigan who has done much good in the pharmaceutical 
profession, as in other efforts that he has been connected with. We 
are glad to have you here, Dr. Upjohn. 


STATEMENT OF E. GIFFORD UPJOHN, PRESIDENT, THE UPJOHN 
Cc0., KALAMAZOO, MICH. 


Dr. Ursonn. Thank you, Senator. 

Senator Kerauver. Senator Hart, do you wish to introduce the 
witness ? 

Senator Harr. Mr. Chairman, you described as I would have the 
distinguished witness, who I am glad to hear this morning. Michi- 
gan is thought of always as the automobile State, but it is important 
in the drug field as well. Both in this field and in general community 
contribution Dr. Upjohn has been long regarded, as has been his 
family, as good citizens of Michigan. 

I am delighted to welcome the doctor to these halls, and to explain 
that several times it has been my good fortune to visit his company. 
I recall the last time going through the plant, and this is one of those 
things you must see to believe. You have heard about those places 
where you can eat lunch off the floor. They must have had in mind 
the Upjohn plant, Mr. Chairman. If there is any cost figure that 
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reflects an extraordinarily high charge for cleanliness, I testify that 
it is a sound figure. 


Dr. Ursonun. Thank you very much, Senator Hart. That is very 
kind of you. 

Senator Keravuver. All right, Dr. Upjohn, proceed. 

Dr. Ursoun. My name is E. Gifford Upjohn. Iam president of the 
Upjohn Co., a pharmaceutical business founded 75 years ago by two 
brothers, my grandfather and his brother. Both men were physicians. 
My father who preceded me as president of the Upjohn Co. was also 
a physician. 

I, too, am a physician. I graduated from the University of Michi- 
gan Medical School in 1928 and served my internship and _residency 
in the Department of Internal Medicine at the University Hospital in 
Ann Arbor, Mich., for the next 2 years. 

I wonder if I could make a little side remark there, Senator. I 
wrote this yesterday, I didn’t mention that I also have a son who is a 
physician working for the company in the medical division, and last 
night I received word that I became a grandfather, this time of a boy, 
so I now have a grandson, and I hope he will be a physician some day 
too. 

Senator Krrauver. We congratulate you and wish the grandfather 
and the grandson well. 

Dr. Ursoun. Thank you. 

Senator Harr. The scheduling of these hearings could not have 
been worse then, I take it ? 

Dr. Ursonn. Well, perhaps inappropriate. 

I joined the Upjohn Co. in 1930. After several years of training, 
I organized its medical division and became its medical director in 
1937. I have been president since 1953. 

My medical background and my intimate association with physicians 
throughout my lifetime have led me inevitably to have a medical point 
of view in business. 

During my years with the Upjohn Co., I have been concerned with 
the fact that, as a member of the health team, we produce products 
which are of genuine consequence to medicine. 

The primary objective of our business, then, is the production of 
useful therapeutic weapons in the battle against disease. 

The Upjohn Co. has emphasized throughout its existence service to 
the medical profession. It has been our goal to make available to the 
doctor what he needs, to help him so far as we possibly can to take 
advantage of improvements in medicine. 

Yet, pharmaceutical manufacturing is a business. As president, 
I realize that we cannot continue to make progress unless our business 
is successful. 

On the subject matter of corticosteroids with which the committee is 
presently concerned, I need only say that Upjohn has been one of the 
pioneers in the research and development in this area and has con- 
tributed to the remarkable progress of improvement in both produc- 
tion and efficacy of steroid hormones. Our work in this field began in 
1933. We have done basic research, analytic research, and are respon- 
sible for advances in synthetic chemistry which have helped to make 
steroid hormones available in almost unlimited quantities. 
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Particularly in this field of steroid hormones, we cannot stand still. 
It is not enough to satisfy today’s demands for products. Our em- 
phasis must always be to anticipate tomorrow. We can best serve the 
practicing physician and the public and have a successful business if 
we lead the way toward advances in medicine. 

I have been present during most of the sessions which have been held 
by the committee this week and I know that you are already informed 
in detail on much of what I might otherwise feel would be helpful for 
me to present. 

For this reason I think that with these brief introductory remarks, 
I can best serve the committee by making myself available for any 
questions you might care to ask. 

Senator Kerauver. All right, thank you very much, Dr. Upjohn. 

Mr. Dixon, do you wish to proceed ¢ 

Mr. Dixon. Yes, Mr. Chairman. Dr. Upjohn, with respect to the 
background of the Upjohn Co. in the corticosteroid field, we under- 
stand that with the development of the microbiological process in 
1953, you made an important contribution in this area. Would you 
consider that to be a fair statement, sir ¢ 

Dr. Ursonn. Ido. Yes, sir. 

(At this point, Senator Wiley entered the hearing room. ) 

Mr. Dixon. You also are, in addition to Merck, the only U.S. com- 
pany that engages in the manufacture of the 

Senator Kerauver. Will you desist just a minute, Mr. Dixon? 

Dr. Upjohn, I wish to introduce Senator Wiley to you. 

Senator Witry. Look at the twinkle in his eye. That is what I like 
to see so early in the morning. 

Dr. Ursonn. There isa special reason for that, Senator. 

Senator Wirxy. That is wonderful. 

Senator Krrauver. He has been taking some vitamins, Upjohn 
vitamins. He just became a grandfather last night. 

Senator Witry. Did you take some of Mr. Blackman’s vitamins ? 

Senator Kerauver. All right, Mr. Dixon. 

Senator Witey. I didn’t want to interrupt the distinguished states- 
man over there, but this is Saturday morning. 

Mr. Dixon. Dr. Upjohn, we understand that your company manu- 
factures the trade name product of hydrocortisone, under the broad 
generic classification of cortisone, and also prednisone and predniso- 
lone, and that your company is also the sole U.S. manufacturer of the 
generic product of methylprednisolone, marketed under your trade 
name Medrol. Isthat correct, sir ? 

Dr. Ursoun. That’s right. 

Mr. Dixon. From the information which we subpenaed, we find 
that production in 1958 by Upjohn was as follows: 

Cortisone—this is production in pounds, sir. Upjohn produced 
1,200 pounds of cortisone, which was 28 percent of the total U.S. pro- 
duction. You produced 2,504 pounds of hydrocortisone, which is 39 
percent of the total U.S. production. You only produced 25 pounds 
of prednisone, which is only 2 percent of the total U.S. production. 
You produced 1,278 pounds of prednisolone, which is 45 percent of 
the total U.S. production, and you produced 1,023 pounds of 6 methyl- 
prednisolone, which is 100 percent of the U.S. production. We com- 
puted those percentages from the total industry figures submitted 
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to us in comparison to the figures which we obtained from the Tariff 
Commission. With respect to prednisone and prednisolone, it is cor- 
rect that Upjohn manufactures these generic products. 

Dr. Uprsoun. Yes, sir. 

Mr. Dixon. I believe that you sell prednisone under the trade name 
Deltasone, and that you oi prednisolone under the trade name of 
Delta-Cortef? 

Dr. Ursoun. That’s right; yes. 

Mr. Dixon. Dr. Upjohn, from the information which you submitted 
to us, we understand that you made one bulk sale of prednisolone and 
no bulk sales of prednisone in 1958. We understand that you sold 
251,000 grams of prednisolone to Schering for $594,870, which is a 
price of $2.37 a gram, and that you sold 74,000 grams of prednisolone 
acetate for $144,300, or at $1.95 a gram. Dr. Upjohn, on this $2.37 
price a gram that you sell to Schering, we 

Senator Keravuver. Is that still the price? 

Mr. Blackman said yesterday the price of prednisone had been 
coming down. 

Mr. Drxon. This is prednisolone. 

Senator Kuravuver. I mean prednisolone. 

Dr. Ursoun. I think that is right, since that date. 

Senator Kerauver. What is the current price you are selling to 
Schering for ? 

Dr. Ursoun. I do not have that figure right here. 

Senator Krravuver. Is it substantially lower than this? 

Dr. Ursoun. I do not have that figure, Senator. I do not know. 
It would not be substantially different. 

Senator Wizzy. You will have to speak a little louder. I cannot 
hear you. 

Dr. Upsonn. I say that I do not—— 

Senator Keravuver. I think that middle microphone is the one that 
amplifies. Will you get it a little bit closer to you, Dr. Upjohn. 

Dr. Ursonn. I don’t like to be partial to any one of these micro- 
phones. 

Mr. Dixon. You have told the chairman, Dr. Upjohn, that although 
you do not know what the exact price is, you are of the opinion that 
it is lower than the $2.37 per gram price that I have just pointed 
out to you. 

Dr. Upsoun. Yes. Perhaps I had better say I just do not know. 

Senator Kerauver. How much lower do you think it would be? 
What is your offhand judgment ? 

Dr. Ursoun. I do not believe I am in the position to guess on that. 
I do not know what the price is at the moment. 

Senator Kerauver. Do any of your associates here know ? 

Dr. Ursoun. I do not believe they do. 

Senator Keravuver. Will you have someone write us a letter about 
the present price? 

Dr. Upsoun. I certainly will. 

(The letter referred to may be found on p. 8879.) 

i _ Drxon. Both with respect to prednisolone and prednisone in 
ulk. 

Now, Dr. Upjohn, with respect to the $2.37 per gram price in 1958, 
at the same time you charged Schering that price, the druggists 
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were paying $35.80 per gram for your products Deltasone and Delta- 
Cortef. Would you explain to the subcommittee this difference be- 
tween $2.37 and $35.80, which we figure to be 1,410 percent? 

Dr. Ursoun. Why, the two are not comparable, re One is a 
bulk price. Now, you want to know—will you state that question 
again ? 

“Mr. Drxon. You made a profit when you sold at $2.37 to Schering; 
did you not, sir? ait 

Dr. Upsonn. Well, it all really depends on what you call profit. I 
am sure of this: that that price was probably in excess of our bare 
manufacturing cost. 

Mr. Dixon. You did not lose any money ? 

Dr. Ursoun. Depending upon how you interpret that. 

Mr. Dixon. We assume you did not sell it beneath cost. ; 

Dr. Ursoun. That is right. I can assure you that we probably did 
not, sell it below our bare manufacturing cost. I am sure we sold it 
at a higher figure than the bare manufacturing cost. 

Mr. Dixon. You sold it in bulk to Schering, and you sold to the 
druggist at $35.80 per gram. The percentage markup, the bare per- 
centage, is 1,410 -—— 

Senator Keravuver. The difference between $2.37 and $35 is what? 

Mr. Dixon. 1,410 percent. 

Senator Kerauver. What accounts for that, Dr. Upjohn? 

Dr. Ursonn. Well, there area great many more costs 

Senator Kerauver. We understand there are. We know there are. 

Dr. Ursonn. I understood that this had been said several times. 
My answer would not be materially different than others. All of these 
are costs of doing business that become cost of the product. Included 
in those are administrative expense, detailing expense, selling expense, 
advertising, distribution cost, research cost, taxes. All of those things 
are items of cost and have to be considered in the pricing of any 
product. 

Mr. Drxon. You had research expenditures on the bulk product that 
you sold to Schering, did you not ? 

_Dr. Ursonn. Well, we had research expense on the product, yes, 
sir. 

Senator Kerauver. I would assume that part of your manufacturing 
cost, your research cost and profit and whatnot, would be included 
in the $2.37 figure, which is lower now. I can see how there would be 

romotion and advertising costs above the $2.37. But from $2.37 to 
35 isa pretty big jump. Can you be more definitive as to what makes 
that di fh erence, Dr. Upjohn ? 

Dr. Ursoun. Well, I think I can answer it this way. You have 
looked at our annual statement, I am sure. You know that our profit 
for the year 1958 was 13—and, I think—seven-tenths percent, and the 
difference between our profit was 86.3 percent, if my arithmetic is 
correct. This represents the other costs that were involved. Our 
profit was 13.7 percent. 

Senator Keravver. All right. 

Mr. Cuumpris Mr. Chairman, may I interject at this point on this 
same subject ? 

Dr. Upjohn, you enumerated several costs a moment ago to questions 
from Mr. Dixon and from Senator Kefauver. 











8288 ADMINISTERED PRICES 


Dr. Ursoun. Yes. 

Mr. Cuvumpris. Is it your contention that when you add all of those 
costs together they amount to 86.3 percent of the sale price that you 
made on your finished product ? 

Dr. Ursoun. That is right. In other words, our profit was only 
13.7 percent. The balance represented the cost of doing business. 

Mr. Cuvumertis. That $35.80 figure that Mr. Dixon used, is that 
the gross price or is that the net price that you received from the 
druggist? Is there a discount attached to that $35.80 ? 

Dr. Ursoun. I can check that figure, perhaps, but I assume that he 
figured it as the net. 

“Mr. CHuUMBRIS. The other day we were using the figure $17 

Mr. Dixon. That is to the druggist; $35. 80 is the price from 
Upjohn to the druggist. 

Mr. Cuumpris. Mr. Dixon, does that include a discount also, because 
we were using the figure $17.90? 

Mr. Dixon. If he buys from the wholesaler, Mr. Chumbris, he pays 
higher, 15 percent higher. If he buys directly from Upjohn, he pays 
this price. It is the same price as the price charged for similar 
one hr wage products, I assume—as are sold by Schering, 

erck, Upjohn, and Pfizer. It has been the identical price since 1956. 

Dr. Ursoun. What was the point involved again ? 

Mr. Drxon. The point was, sir, we were talking about a 1-gram 
quantity of prednisolone, that was sold to druggists, which is made 
up of 5 milligram tablets, 200 in a bottle. 

Dr. Upsonn. I see. You have taken two bottles of 100. 

Mr. Dixon. Yes, two bottles. 

Dr. Ursoun. All right. The price for 100—— 

Mr. Drxon. Is $17.90. 

Dr. Ursoun. $17.90, yes, sir. 

Mr. Dixon. In other words, to make this chart and reduce it to a 
gram basis, we took quantities of 200., 

Dr. Ursoun. Yes. I believe that figure does include the usual 
discount to the druggist—perhaps not the cash discount of 2 percent. 

Mr. Dixon. On the figure Mr. Chumbris brought up, Dr. Upjohn, we 
have heard this before. You said you made a profit when you sold 
in bulk to Schering, and you said 

Dr. Ursoun. I said we made a profit over our bare manufacturing 
cost. 

Mr. Dixon. In explanation of the difference between the bulk price 
and the price to the druggist, you brought in these various factors 
of doing business—research and whatnot. 

Are we to understand that this is an arbitrary assignment of your 
company of these expenses in just the druggist trade over the bulk 
trade ? 

Dr. Upsonn. I think that I will have to say that these are costs 
of doing business, and they have to become part of the cost of the 
pr oduct. 

Mr. Dixon. But obviously you do not assign these costs in the same 
quantity when you sell bulk as when you sell to the dr uggist. 

Dr. Ursoun. All right. If we assign them to the bulk, then we 
lost money, a lot of money, on those sales, 
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Mr. Cuumpris. Dr. Upjohn, if I can complete the thought that I 
had a moment ago, as I interpret your testimony, 13.7 percent after 
taxes represents your markup of your product. 

Dr. Ursoun. That represents our profit for the year, after taxes. 

Mr. Cuumpris. If you took it before taxes, it would be approxi- 
mately double that ? 

Dr. Ursoun. That is right. 

Mr. Cuumenris. It wae be about 27 percent—27.2 percent or 27.4 
percent. 

Dr. Ursonn. That is right. 

Mr. Cuumpris. ‘The markup. 

Dr. Ursoun. We paid something over 14 percent taxes. 

Mr. Cuumpris. Then there is a variance between your markup 
and the markup of Mr. Connor, who testified earlier, which would be 
33 percent before taxes and approximately 13-point-something per- 
cent after taxes. 

Dr. Ursounn. There would be a difference in the profit that the two 
corporations made, yes. 

Mr. Cuumpris. What is the relationship of your bulk business to 
your finished product business in percentage? Do you have that 
information ? 

Dr. Ursoun. I can say this: that we are primarily in the business 
of supplying the pharmaceuticals to physicians through the druggists. 
We are not primarily engaged in bulk sale of fine chemicals. 

What has happened has been that in recent years, as new things 
develop in our laboratories, and we know how to make them, they are 
not obtainable maybe from another source, so we make them, and we 
are making them for our own use primarily. 

We have found that we sometimes have an excess capacity of those 
particular items, and in such a case we are willing to sell some bulk 
to take care of the extra capacity that may exist for any of those 
items, because obviously full use of our physical facilities reduces our 
own cost. 

Senator Kerauver. Dr. Upjohn, did you arrive at this price of 
$35.80 independently ? 

Dr. Ursoun. I presume now you are referring to $17.90 as the price 
that we quote. 

Senator Krrauver. $17.90 for 100 tablets and $35.80 for 200, which 
is the same price that Schering, Merck, and Pfizer sell at. Did you 
arrive at your price independently ? 

Dr. Ursonn. Senator, I should explain that I do not personally 
have anything to do with the pricing. However, I can recount for 
you what happened in this particular case, in the case of prednisolone 
and prednisone. 

I think it has been testified here that it was the Schering Corp. who 
first came on the market with these drugs. We were some months 
behind them. When we were ready to announce our product, there 
was an existing price for prednisolone and prednisone, and this was 
our competition. 

Now it is not our custom to try to get a higher price for a drug 
which is the same drug. It would be rather silly for us to do so, and 
we obviously would not price it higher. Had we priced it lower, ob- 
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viously Schering would have met the price, probably, and we would 
have gained nothing. 

We prefer to try to sell on the basis of the quality of our product, 
the good name of our company. 

e did establish the price which was the then existing price for 
the similar commodity. 

Senator Krerauver. You said that if you had reduced your price 
you would have gained nothing. But how about the patient who has 
to use these products ? 

Dr. Ursoun. I might point out another fact. 

When you come on the market with a new item, a new list, and 
someone else has been on there first, you are in this position: Your 
costs are very high, or our costs are very high because we have just 
entered the field. Moreover, we are in the position where we are going 
to have to compete with a product which has had a number of months 
head start, has become known in the trade. And we have to come 
along and try to sell against those conditions. 

To do so, we have to put forth a very considerable selling effort. 
Otherwise, we could not make headway. 

So our costs, therefore, during this initial period, are very high, 
and we have to accept that fact and try to sell enough to make it 
profitable. 

In many cases during this initial period we lost money because the 
product is not as well received as we expect that it may be. 

Senator Krerauver. But the initial period has passed over a long 
time ago, and you still do not reduce your price. 

Dr. Ursonn. At the time we introduced it that initial period had 
not. been passed over. 

Senator Kerauver. I know. But I mean the initial period has now 
been passed over. 

Dr. Ursonn. Oh, you mean that since then 

Senator Krrauver. And you have been maintaining this same price 
for quite a number of years. 

Dr. Ursoun. Well, Iam glad you said that, Senator. We are rather 
proud of that. 

Senator Keravuver. I do not see 

Dr. Upsoun. During that period almost everything else has gone 
up in price. The price we pay for labor has gone up, the price we pay 
for materials, the price we pay for equipment, almost everything else 
you can mention, has gone up. Ours has not. 

Senator Kerauver. But the bulk price of prednisolone has gone 
down and you say even the $2.37 price has been reduced in recent 
months. You produce 45 percent of the Nation’s prednisolone, and 
you are the major company in that market. I cannot see why you 
cannot reduce your price. 

Dr. Upsoun. Senator, I am not certain that we have reduced the 
bulk price. I believe that to be the case. I remind you of that. If so, 
it represents an effort on our part to get that business in competition 
with some other supplier who may be willing to sell it for less. 

Senator Krravver. It would seem that you make a profit on what 
you sell to Schering, that you would be in a better situation than 
Schering, because you make some profit on the bulk that you sell to 
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them. It would seem you should be able to sell it at a lower price 
than you sell to Schering. 

Dr. Ursoun. We do not really make a profit, Senator, as I have 
explained, on those bulk sales, but we do utilize what excess capacity 
we may have. 

Senator Kerauver. Allright. Mr. Dixon. 

Dr. Ursoun. And that tends to lower your cost. 

Mr. Dixon. Dr. Upjohn, we understand that in 1952 Upjohn made 
a major break through on the microbiological process for converting 
the steroid molecule, is that correct, sir? 

Dr. Ursonn. Yes, that is. 

Mr. Drxon. Would you say that your process for manufacturing 
prednisone and prednisolone is considerably cheaper than that used by 
Merck and Pfizer? 

Dr. Ursonun. No, sir, I would have no basis for that. 

Mr. Dixon. Would you explain that ? 

Dr. Ursonn. I do not know what their costs are. I would like to 
know. 

Mr. Dixon. Would you comment on this letter, then? You yourself, 
as president of Upjohn, in a letter dated August 28, 1957, to John E. 
McKeen, president of Pfizer, offered a license to Pfizer on this micro- 
biological process, and stated : 

We believe that it would be to Pfizer’s definite advantage to explore the poten- 
tial of the processes claimed in these patents as soon as possible with the idea of 
utilizing them in commercial production. We believe that they cover by far the 


most economical and versatile steroid processes presently available anywhere in 
the world today. 


“Economical”—you emphasize that yourself—“the most economical 
processes.” 

That, at least, is your opmion. It must have been. You wrote 
it to the president of Pfizer. 

Dr. Ursoun. I was trying to sell him something. 

Mr. Drxon. I ask at this point, Mr. Chairman, that Dr. Blair ex- 
= exhibits which we would like to have made a part of the 
record. 

Senator Keravver. All right. What number are the exhibits? 

Mr. Dixon. The first one will be 73. 

(Exhibit No. 73 may be found on p. 8789.) 

Dr. Buatr. Mr. Chairman, these are very brief exhibits. Exhibit 
73 is an article from Chemical Week dated August 23, 1952, entitled 
“Cortisone Quest: The Right Process Bug.” It is an account of the 
discovery by Upjohn of the microbiological process referred to by 
Mr. Dixon. 

I would just read one sentence from the article. 


Fermentation techniques accomplish in a single step what originally took 37 
chemical steps and still calls for almost 20. Upjohn recovers the oxygenated 


product. 

The process is discussed and the importance of it is set forth a 
little more clearly for a layman’s understanding in a short account 
in Business Week dated March 29, 1952, page 22. With your per- 
mission, I would read a few paragraphs. 

Mr. Dixon.’ That will be exhibit 74. 

(Exhibit No. 74 may be found on p. 8790.) 

Dr. Buarr (reading) : 
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Only a few years ago, the drug industry discovered a way to make corti- 
sone—a “wonder drug’—effective in relieving many diseases, from arthritis to 
asthma, But producing it has always been an expensive and complex problem. 
Made from ox bile, it takes hundreds of slaughtered cattle to get just a few 
grams of cortisone. And in order to do even that much, you have to go 
through the most complex commercial chemical process there is—a series of 
27 steps. 

Solution? Last week the drug trade buzzed with rumors that one company 
was close to a synthesis that would both use a simpler supply source and a 
simpler manufacturing process. The Upjohn Co. of Kalamazoo, Mich.—runs 
the story—has found a way of using the fermentation process familiar in anti- 
biotic manufacture to get a steroid close to cortisone. The mold it uses is 
said to come from grapefruit rind. 

If Upjohn actually can make cortisone by this process, it will break the drug’s 
production bottleneck. It will cut down the 27 steps now needed to 1 step. 
More important, the process does not use 0x bile; instead, it can use a number 


of other starting materials that are more easily obtainable, such as soybeans 
or yams. 


Under the heading “Cheaper Product,” the article ends: 


Such a development would turn the cortisone picture upside down, from a 
commercial point of view. Merck Co., its major producer now, sells corti- 
sone at around $20 a gram. That means the prescription price runs between 


$30 and $35. If Upjohn’s method really works, cortisone might soon reach the 
price level of penicillin. 








Mr. Dixon. Dr. Upjohn, this article leads me to believe, as a lay- 
man, that there is a considerable cost savings by the use of your 
process. Isthat a fair opinion for me to reach ? 

Dr. Ursoun. May I take enough time to explain that situation a 
little more fully ? 

Senator Kerauver. Yes. 

Dr. Ursoun. Shortly after the sensational discovery of the strue- 
ture, the chemical structure of cortisone, enough materials which was 
precious little, was gotten together to study its effectiveness. As you 
have heard testified here during the past week, some of that precious 
material was put in the hands of the Mayo Clinic, Dr. Hench at the 
Mayo Clinic, and through what was partly certainly good fortune 
he made a discovery that was very remarkable. It was unexpected. 
That is that this drug when used for patients with rheumatoid 
arthritis gave remarkable relief benefits to the patient. This was 
world shaking in its significance, and if you recall those days, you 
will remember the situation. 

Unfortunately the synthesis that had been developed by Dr. Sarett, 
at, Merck Laboratories had as its starting material ox bile. Now ox 
bile is not a readily available commodity on the market in large quan- 
tities. It wasscarce. It wasexpensive. The process that he developed 
had some 40 steps or more. It was an extremely complicated chemical 
synthesis, as you have said. The costs of that material were very 
high. The original cost estimated for a gram of cortisone were 
something in the neighborhood of a thousand dollars a gram. Now 
the immediate reaction of everybody was “It looks as though it is 
going to be very difficult to bring that cost down very far with such 
a limited starting material, a starting material which is available in 
such limited supply.” 

And so everybody all over the world began to wrack his brains to 
try to find some source, some other starting material that could be 
used to develop another synthesis so that there would be hope that 
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cortisone could be made available in larger quantities, and the price 
brought down. 

We at Upjohn, having been interested in the adrenal cortical field 
for many years prior to that time at least had a head start in a very 
considerable amount of know-how in this field, and we mobilized our 
resources and we began to study this problem from I think no less 
than seven different approaches. 

Among these were the matter of looking for other starting ma- 
terials. You may recall that one of the things we did was to organize 
an expedition, a joint expedition with one of the companies whose 
business is to supply crude drugs from foreign crude materials, 
botanical materials particularly from foreign sources, and sent the 
expedition to Africa. Why? Well, because it had been suggested, 
rumored some place in the literature that some place in Africa there 
was a plant called—well, it was some variety of, I don’t remember it 
exactly, and the material was sarmentogenin which was rumored to 
have a certain structure which would make it a possible material. 
And so this expedition searched for many months looking for this 
particular variety of Strophanthus. 

At the same time I might say there were many other expeditions 
organized including some from England and Switzerland and the 
U.S. Government sent an expedition and so on. 

This all turned out to be fruitless. Now to make a long story short, 
this was only one of the seven efforts that we were making looking 
for this material. 

We did discover that there is an organism which will put the oxygen 
in the 11 position. This was the critical thing of the steroid nucleus 
of many different animal steroids. 

Among those were the Mexican yam, the sterols from cane sugar 
residues, the sterols from soybean residues, from ergosterol which is 
obtained from fermentation of yeast and other sources. 

Now this discovery was a remarkable discovery, and important in 
the sense that it opened up the possibility of utilizing steroids from 
plant sources which could be converted into not only cortisone but 
other cortical steroids. That very fact of course tended to take the 
pressure off of the world supply of ox bile or bile acid for one thing, 
so that subsequently the cost of bile acid has come down. It did, the 
method did therefore contribute materially to the reduction of the 
initial cost of making cortisone in a spectacular manner. 

The price came down from $1,000 to $800 to $600 and so on. Now 
it is down to just a small fraction of that. 

Mr. Drxon. Doctor, this article came out in March 1952 and it 
stated, as Dr. Blair pointed out to you, that it cut down the 27 steps 
now needed to 1 step. It made a prediction, as he read to you, that if 
your method really works “Cortisone might soon reach the price level 
of penicillin,” which at the old price failed during this period of time. 
As the chairman pointed out to you, since 1955-56 the price structure 
has remained constant. Why hasn’t this prediction come about? 
What is your explanation for this fact, although your company cer- 
tainly is to be complimented very highly because in my meager under- 
standing of this process, I would believe it to have been a great ad- 

yancement and a great contribution to the industry. 
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What we are particularly interested in is why none of this great 
advancement has ever been reflected in the price to the druggist, and 
accordingly to the public. 

Dr. Ursoun. Of course I have just explained to you that it cer- 
tainly was reflected in the price to the druggist back in those days. 

Now then I thank you for your kind remarks about the quality of 
our research. We do have a good research group in steroid chemistry. 
However, we don’t have a corner on the research chemists and steroid 
chemistry, and there are many others all over the world, and this was 
a matter of great interest all over the world, and it was being studied 
by good men everywhere, including the Merck laboratories. 

Now they have vastly improved their method I am sure since the 
original time. I am sure their costs are way down from what they 
were originally. 

How they did it I don’t know but—— 

Mr. Drxon. But you received the patent on your process ? 

Dr. Upsoun. On that process, yes. 

Mr. Drxon. Our examination discloses that there are very broad 
claims of coverage in this patent. I don’t think that fact can be denied 
because it is self-evident. Let me go to this point, Dr. Upjohn. I don’t 
believe also on this penne that you ever licensed anyone under this 
patent, is that correct ? 

Dr. Upsoun. Which patent? 

Mr. Drxon. Under your microbiological process. No one except 
Pfizer. 

Dr. Ursonn. Oh, I think there are quite a number of licenses. 

Mr. Dixon. Under this process? 

Dr. Ursomun. Yes. You have all those in your possession. 

Mr. Drxon. We understand them to be option agreements. 

I don’t know whether they have been exercised or not. Have they 
been exercised ? 

Dr. Ursonn. I honestly can’t answer that. There are many people 
who are licensed. 'That is what I said. I believe it to be the case. 

Mr. Dixon. We asked your company for that definite information. 
It is my understanding that from the information we received, it is 
clear that you licensed Pfizer only for prednisone and prednisolone 
manufacturing, and that the others have in effect been given options 
that could have been exercised. 

Dr. Ursonn. Well, assuming that that is true, I think that pretty 
effectively answers your previous question, doesn’t it, because they have 
the option to exercise it and use our process in place of the one they 
are now using if they want to, and they haven’t elected to do so. 

Their process must be pretty good. 

Mr. Dixon. I would understand from the option you offered them 
that they would have to turn over to you all their other products. 

Dr. Ursonn. I don’t believe that is 





Mr. Drxon. All of their new products. 

Dr. Ursonn. You have the contracts there. I don’t believe it reads 
quite that way. 

Mr. Dixon. Let me ask you this, sir, on this point. 
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Senator Keravuver. Let’s get one of the options and put it in the 
record. 

Mr. Dixon. While Miss Till is looking for it, Mr. Chairman, let 
me cover this point. 

We understand, sir, that you have to go through an intermediate 
process to make prednisone and prednisolone with this microbiologi- 
cal process which you developed. You have to start with something, 
is that correct ? 

Dr. Upsoun. Yes, sir. 

Mr. Dixon. We also understand your source is progesterone, the 
female sex hormone which is both a final product and an important 
intermediate in the manufacture of the newer corticosteroids, is that 
correct ? 

Dr. Ursoun. That’s right, it is now an intermediate in our process. 

Mr. Drxon. I have here, Mr. Chairman, and I will ask that this 
be made exhibit 75, a series of letters from the Upjohn Co. to the 
Lederle Laboratories Division of American Cyanamid Co. The first 
is dated February 20, 1957. 

(Exhibit No. 45 may be found beginning on p. 8790.) 

Mr. Drxon. I will merely refer to the paragraph that bears on this 
point. 

There was a proposal made for the licensing of this process, and it 
states in point 3: 

The above Cyanamid obligation to grant Upjohn a license on any 16-hydroxy 
steroid product of their development would be a part of the broader concept that 
Cyanamid would grant Upjohn a comparable nonexclusive license at a reasonable 
royalty rate (in the light of the 3 percent rate to be paid by Cyanamid for use 
of the licensed patents and applications of Upjohn) to make, use and sell any 
steroid product developed by Cyanamid which product Cyanamid was licensed 
to make under the licensed patents and applications of Upjohn. 

I would assume that in making that proposal, you had asked as 
the quid pro quo this to come back to you in return. 

Dr. Ursoun. In that particular case, according to my recollection, 
that is right. 

Senator Kerauver. There is similar correspondence with other com- 
panies here, I understand. 

Mr. Dixon. Which we will make a part of the record, Mr. Chairman. 

(The documents referred to may be found beginning on p. 8795.) 

Dr. Ursoun. Incidentally, we did license Lederle under those 
patents. They did come out with a new product, triamcinolone, and 
we had the right to market it. We did not, but we have the right. 

Mr. Dixon. You have the right to market the product ? 

Dr. Ursonn. And they have use of our process. 

Mr. Dixon. Going back to progesterone, I want to point this out, 
Mr. Chairman. From our information with respect to progesterone, 
which was the intermediate product, in 1947 the price was $12.20 per 
gram. By 1958 the price was less than 15 cents per gram. 

I would like to ask, Mr. Chairman, that this particular table be 
made a part of the record as exhibit 76. 

Senator Krerauver. All right, let it be made a part of the record. 
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Progesterone, Bulk prices 


Per gram 

May 1947 j Mar. 
May 1948 : Mar. 
nn: PEI aes ; Mar. 
Mar. 1950. ; Mar. 
Mar. 1951 Mar. 
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1 Not listed. 


Sources: Syntex exhibit in O’Mahoney hearings for 1947-52 and 1954 (hearings before 
Subcommittee on Patents, Trademarks, and Copyrights of the Committee on the Judiciary, 
U.S. Senate, pursuant to Res. 167, 1956, p. 45) ; and for later years, published quotations 
in Oil, Paint, and Drug Reporter. 


Mr. Dixon. My point for calling that to your attention 

Senator Witey. Who made that table? 

Dr. Buarr. I prepared it. 

Mr. Drxon. The source of the table is a hearing held under the 
direction of Senator O’Mahoney before the Subcommittee on Patents, 
Trademarks, and Copyrights, in 1956. It is to be found on page 45. 
It also has reference to information from the Oil, Paint, and Drug 
Reporter for later years. So this information comes from these two 
sources. 

But I pointed this out to show that the intermediate product which 
you use In your microbiological process has constantly decreased in 
price per gram from $12.20 ‘down to where it is less than 15 cents per 
gram to you. 

This fact is also substantiated from information that you reported 
tous. For instance, you purchased from Searle Chemicals 6,201 kilos 
in 1958 at a price per gram of 14.3 cents. You purchased from 
American Steroids, which is Syntex, 6,900 kilos at a price of 1314 
cents. You purchased from General Mills 1 925 kilos at a price of 
14.2 cents. You purchased from Julian Laboratories 5,150 kilos at 
the price of 14 cents. 

Is it fair to draw the conclusion from your own figures that in 
1958 you were able to buy progesterone at less than 15 cents? You 
bought some as low as 1314 cents. 

Dr. Ursoun. There is no argument about the price of progesterone 
coming down, nor is it surprising. At the time when we chose to 
look for a source of that as a raw material, it was a very scarce article. 
It was not made in very large quantities. Its price was high. But we 
knew at the time that its price, its cost to manufacture, should come 
down, because we had developed a process of our own for making 
it, and other people were working on it, and we were quite certain 
that it would come down. That was one of the reasons that our 
basic discovery looked good, because, as I said before, the primary 
advantage, the primary thing contributed by this basic discovery of 
the microbiologic al oxidation of steroids—the primary thing that 
that contributed was the possibility of utilizing plant sources, and 
progesterone was an intermediate obtained from plant sources. 

Mr. Dixon. It then would be a fair conclusion to state, would it 
not, that during the 1950 period, Upjohn was enjoying two substantial 
benefits in the manufacture of corticosteroids? 1, you had an im- 
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provement in technology which you described; and 2, you were en- 
joying constantly lower prices for the basic intermediary which was 
progesterone. Isn’t that correct ? 

Dr. Ursonn. That is right; and 3, the price of cortisone came down 
very sharply. 

Mr. Dixon. That is what I want to talk about right now. 

We put an exhibit in the record, and it has not been refuted as yet 
by either Schering or Merck representatives, which shows that the 
price by Upjohn for cortisone remained practically unchanged at 
about $5.50. 

(The exhibit referred to, exhibit No. 8, may be found on p. 7884.) 

Dr. Ursonn. May I have a copy of that? I think maybe I have it 
here somewhere, but if you have got one right handy 

Mr. Dixon. The exhibit which you have before you has in the left 
column the generic names of the products—cortisone acetate, predni- 
sone, and prednisolone. The next four columns have the price, as 
well as the trade names, of the products of the four companies, 
Schering, Merck, Upjohn, and Pfizer. 

I call your attention to the fact that in the year 1954-55 the product 
that you sold under your trade name of cortisone sold at the price 
of $5.63. That is a 1-gram price for a bottle of 40. In 1955-56, the 
price was $5.53. But from the year 1956 through 1959, at the time 
that the price of your intermediary product, progesterone, was go- 
ing down, and you were enjoying improved methods of manufacture— 
which, from the article which Dr. Blair read, cut out 27 steps— 
you maintained your price at the identical price that Schering and 
Merck charged to the druggist—that is, at $5.48. 

I call your attention to the generic hydrocortisone, which you sell 
as Cortef. I note that in 1954-55 you charged $8.57; in 1955-56 you 
charged $8.06 ; but for the period 1956 through 1960 you have charged 
the same price as have Merck and Pfizer for the same quantity and 
quality of product, at $7.99. 

Moving down to prednisone and prednisolone, which you sell as 
Deltasone and Delta-Cortef, which only came on the market in 1956-57, 
we note that in the quantity of 200 in a bottle, or 2 bottles of 100 to make 
a gram, you charged the same price of $35.80 that was charged by 
Schering for their product, as well as Merck and Pfizer. 

Yet you stated that this price had been coming down. 

There is some evidence that in the years 1954 through 1955 your price 
did come down for your product cortisone and hydrocortisone. 

What is your explanation for the price remaining constant since 
1956 ? 


Dr. Ursonn. For the sake of the record, I think I should make a 
correction here. 

When I first saw this, I was surprised that such a situation could 
exist where we, being competitive, could have a higher price than 
somebody else. I knew that this could not be very well, and there 
evidently had been an error in your calculations. 

Our price on cortisone for the years 1954-55 and 1955-56 was not 
different from that of Merck, and in the same way in the case of hydro- 
cortisone our price during those same years was not different. 

Mr. Dixon. We will check that from the Blue Book, and if that is 
an error, we will certainly acknowledge it. 
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On the other hand, it is your statement that your price was not 
higher—that it was identical. 

Dr. Ursoun. That is right. I think it is fair to tell you that. 
There is an error in your calculation. 

Mr. Dixon. If there is an error here, you have not come down at all. 

(A letter from the Upjohn Co. relating to the above colloquy may 
be found on p. 8881.) 

Dr. Ursoun. That is right. But you have left out of this the 
spectacular period that we have just gone over when a great deal of 
price reduction took place, bringing these items down to the levels 
where they tended to stabilize. And that is always true in any com- 
petitive situation. Ultimately, you get to a place where your prices 
tend to stabilize. 

Now, at this same time these particular items that you are talking 
about were losing favor with the medical profession because they had 
been superseded by other products which offered greater advantages. 
So the amounts sold of cortisone and hydrocortisone were somewhat 
less, too. Therefore, this raised the cost, as you know. 

Mr. Dixon. Apply that logic to prednisone and prednisolone. 

Dr. Urpsoun. When prednisone and prednisolone came out they had 
to be priced with respect to the then existing competition, which was 
hydrocortisone and cortisone. So the price level selected for those 
originally by Schering was obviously based on the corresponding price 
of those other commodities. So that when they came out, when 
prednisone and prednisolone came out, they immediately reflected all 
of the price reductions that had previously taken place in cortisone 
and i ncecthineine. 

Senator Kreravuver. Dr. Upjohn, there are some good small com- 
yanies in this field that shave the 10 percent of the market which is 
Jett over from the big companies. The testimony in the record is that 
they have been coming down constantly in their prices. We had Mr. 
Blackman of the Premo Laboratories here yesterday, and he said that 
compared with your price of $17.90, he was selling the same product 
at $2.35 to druggists, hospitals, and the Government. 

You have bigger assets. You are an efficient company. Your bulk 
price has been coming down rapidly. How is it if these little com- 
panies can constantly reduce their price from year to year, you large 
companies maintain the same price and a very high price? 

Dr. Urpsoun. We are very happy to have that fact—the fact. On 
the other hand, there are smaller companies, a number of them—I may 
say many of them—who are willing to do that. This supplies the need, 
supplies the demand for that. We cannot afford to sell at those prices. 
But on the other hand, those people think they can. That is always 
the case in our system. There is always somebody who is willing to 
sell for less. 

Now, it is true those people do not always stay in business very 
long. It is true that their costs are very considerably different than 
ours. But they think they can make a profit on it, and it is fine. For 
the sake of the public, that is good. 

Senator Krravuver. Premo, for instance, is very much like your 
firm. 

Dr. Ursonn. That might be the case. I do not happen to know 
much about Premo. 
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Senator Keravuver. It was founded by Mr. Blackman’s father, and 
it has been a family organization for 40 years. 

It claims to make a good product. The Government accepts it as 
such. Your price is more than six times as high as their price to the 
druggist and hospitals. They sell druggists just like you do. Their 
price is $2.35 compared to your $17.90. Your price is more than six 
times theirs. It is hard for people to understand how that can be. 

Dr. Upsonn. Senator, that is the way it is. 

eee Keravver. That is the way it is, but that does not make it 
right. 

Dr. Ursonn. Well, I think it is fine myself. 

Senator Keravuver. You think it is fine. You are making a lot of 
money out of it. 

Dr. Ursonn. Perhaps, then, their costs are very much less than 
ours. I assume that they are. Perhaps they don’t know their costs. 
I don’t know. But in any event they are willing to sell at that price 
and, Senator, we are not willing to because we can’t do it. We would 
go out of business if we priced our products at such levels. 

Senator Kerauver. They make a profit. Could it be that you want. 
to make a larger profit? Could it be that you are spending one-third 
of your selling price on promotion and detail men, and that is the 
reason your price is so high ? 

Dr. Upsoun. Our price is so high because our costs are as I indi- 
cated to you earlier. Our profit is 18% 9 percent for the year 1958. 
Therefore, our cost of doing business was 86.3 percent, and that is our 
situation. 

I don’t know what Premo’s situation is. 

Senator Krravuver. What is your profit on net worth after taxes? 
We will get tothat later on. Go ahead, Mr. Dixon. 

Mr. Cuumerts. Mr. Chairman. 

Senator Witry. Let someone else get a word in here. 

Senator Kerauver. Senator Wiley ? 

Senator Wizry. I thank you. I have got an appointment at 12 
o’clock so I appreciate this opportunity. I have listened this morning 
again to the same round robin that we have listened to right along. I 
want to ask a few questions and see if I can find out just what you 
claim the equities are, if there are any, because I personally am no par- 
ticular advocate for the druggist or anything of the kind. But I 
happen to know that I sell a quart of milk for 7 cents and that same 
day it has gone up to 23 cents. I haven’t had anything to do with it. 
I also know that in the loaf of bread there is about 3 cent’s worth of 
wheat and when you go and buy it you pay anywhere from 20 to 30 
cents for that pound. 

Now there is such a thing as generic drugs, isn’t there? 

Dr. Upsonn. Yes, sir. 

Senator Witey. What do you mean by the word “generic”? 

Dr. Ursonn. Well, cortisone is a generic term. It is the commonly 
used term to designate the product. 

Senator Wirery. All right. Now then, if we take cortisone, and 
your product for cortisone is called cortisone; is that right? 

Dr. Ursonn. That’s right. That is the generic name. 

Senator Witry. Now, when you take this generic drug, what do you 
do with it? Do you operate on it and work it up and make it into 
something else or what do you do with it ? 
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Dr. Upsonn. Well, yes; we operate on it, depending of course on the 
product that is to be made. It has to be converted into the final 
product to be offered for sale in the drugstore. 

Senator Wirry. Do you call it some other term then ? 

Dr. Ursoun. No, sir. 

Senator Witey. All right. Now, then, hydrocortisone; your prod- 
uct is called what ? 

Dr. Ursoun. Cortef. 

Senator Winey. All right. Now then, do you agree that you put 
on quite a sales program, don’t you ? 

Dr. Ursoun. Yes, sir. 

Senator Witry. And you agree that this Cortef out of hydro- 
cortisone—what do you do to the basic generic product ? 

What do you do to it to make Cortef? 

Dr. Ursonn. Cortef designates the final product which is sold 
to the drugstore. And you say, “What do you do to it?” There are 
a number of products containing the name “Cortef” in one way or 
other. In other words, that is our designation for products of our 
manufacture which contain hydrocortisone manufactured by us. 

Senator Wizry. I want to get into this matter of costs, because it is 
so easy to talk about percentagewise and you have certainly gotten the 
papers of this country; and among the people of this country, due to 
certain testimony given, there is a misconception of the business that 
you are doing. As I said, I am no special pleader for you or for 
anybody else. I am trying to act as a judge in this case and I am 
trying to get the facts. 

Now, as I understand it, on your net sales you make how much ? 

Dr. Ursonn. For the year 1958 we made 1379 percent. 

Senator Witry. Yes; well that is some difference between that and 
a thousand percent. 

Now what is your profit on your capital ? 

Dr. Ursonn. On the capital investment ? 

Senator Witry. Capital structure as of that year. 

Dr. Ursoun. I believe it was 18 percent for the year 1958. 

Senator Witey. There is some difference between that and 1,000 
percent. 

Mr. Dixon. I believe 

Senator Wirry. Just a minute. I have got some questions to ask 
now. You have been shooting the works here until I am just getting 
tired with it. It is the same old ground you go over. Now in a few 
minutes I want to get the picture so that if the papers want to repeat 
it they can tell the true story. I have said previously that if there 
is any conspiracy here or if there is any violation of the antitrust 
laws, that I want to know, and I am going to get into that in a few 
minutes, 

Now let’s go to this question of costs. What do you figure your 
percentage of your costs are from the standpoint of advertisement, 
advertising ? 

Dr. Upsoun. I have before me a breakdown of the costs for the year 
1958. 

Senator Witey. Yes. 

Dr. Upsoun. And the advertising and samples cost 7.6 percent of 
the total sales dollar. 
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Senator Wirey. All right, what other costs have you got besides 
sales or advertising if you want to call it that? First let me ask 
how many people you employ ? 

Dr. Ursoun. Well, I think it is about 5,700. 

Senator Wirry. And what wages do you pay them; what you might 
call the average wage ? 

Dr. Ursoun. Well, it would be difficult to give you an average wage 
for all of the employees. It varies with their classification. But 
generally speaking: 

Senator Witery. Let’s get your minimum wage then. 

Dr. Ursonn. Generally speaking our wages are comparable with 
the wages paid in the industry and in our local community for the 
classification employed, perhaps somewhat higher than the average. 

Senator Witey. How much do you pay an hour? 

Dr. Upsonn. We don’t pay by the hour, sir. 

Senator WiLey. How much do you pay by the month? 

Dr. Upsoun. I would have to know what classification. 

Senator Witry. All right, tell me what your overall wage is. 

Dr. Upsonn. Our payroll for the year 1958 was $36,697,000. 

Senator WILEY. All right, that is part of your expense then ? 

Dr. Ursoun. Yes, sir. 

Senate Wuey. Of operation. Do you carry such a thing as insur- 
ance 4 

Dr. Ursoun. Oh, yes. 

Senator Wirry. Well, let’s get the items of cost here and then I 
want to demonstrate from your sales, total amount, total amount of 
costs, how you get at what you said before. What was that, 11 or 
12 percent ? 

Dr. Ursonn. Well, perhaps this will help. Taking the total sales 
dollar in the year 1958, our total manufacturing costs amounted to 
27 percent. Our costs of distribution amounted to 7.8 percent. Our 
marketing costs which included direct salaries for salesmen and detail- 
men, salesmen’s compensation, advertising and sales department over- 
head amounted to 21 percent in total. 

That is for marketing expense. Research and development ap- 
proximately 8 percent, actually 8.9 for the year 1958. Taxes 14.4. 
Wait a minute, general administration 7.3, taxes on income 14.4, divi- 
dends 5.4, and reinvested in the business 8.3, making a total of 100 
percent. 

Senator Wirey. All right, that leaves how much ? 

What is the balance you say ? 

Dr. Ursoun. I gave you a total of 100 percent. 

Senator Witry. Oh, you give the total. 

Mr. Kirrrme. Your dividends were 5.4 percent? 

Dr. Upsonn. Yes, sir. 

Senator Wiiry. Well, we have got now a breakdown as to your 
business. Now I want to ask a few questions on the subject. of whether 
or not because of these figures that are so synonymous you might 
say through several years here, have you folks had any agreement 
= Merck or Schering or anyone else as to what you are going to 
charge? 

Dr. Upsonn. Oh, absolutely not. 

Senator Witzy. Have you had any consultation with them? 
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Dr. Ursoun. On prices, never. 

Senator Witry. On prices, never. 

Dr. Ursonn. Never, on prices. 

Senator Witry. In relation to this statement—you have a very short 
statement here so I will withdraw that in relation to this. 

Were you here yesterday ? 

Dr. Uprsoun. I wasn’t, sir; no. I had been here most of the week 
but I wasn’t here yesterday. 

Senator Witey. Do you sell your product directly to the drugstores ? 

Dr. Ursoun. Yes, sir; we sell it to the drugstore, but we have— 
but our only customer really is the physician. 

Senator Witry. The only customer or what ? 

Dr. Ursonn. Is the physician really. We have to stock it in the 
drugstore because the physician sees his patient, determines whether 
our product is needed or not. If it is needed, he prescribes, writes a 
prescription for it, and the patient takes it to the drugstore. 

Senator Witry. Have you any of your advertisements with you? 

Dr. Ursoun. Any of our advertising material ? 

Senator Witry. Yes. 

Dr. Ursonn. No. sir; I haven’t. 

Senator Witry. The statement was made yesterday that because 
of the 71 percent, that the main companies brainwashed the physician. 

Dr. Ursoun. I understood that that statement was made. I didn’t 
hear it. 

Senator Wixry. Well, do you want to say anything on the subject? 

Dr. Urpsoun. Well, I would like very much, Senator, to talk just 
for a few minutes about detailing. 

Senator Winey. About what ? 

Dr. Ursoun. About what we call detailing. I understand that he 
referred to detailmen and said that their function was brainwashing; 
I believe was the phrase ? 

Senator Wixry. Yes, as part of the salesmanship program. 

Dr. Ursoun. I might begin by saying that I do not agree. Let me 
give you a little, a brief description of what detailing is at the Upjohn 
Co. 

There has been considerable discussion concerning the role that the 
detailman plays in the pharmaceutical marketing picture. For this 
reason it might be well for the record to state just what it is that a 
detailman does. 

I feel that I can speak with some authority on this subject. While 
I was in medical school I worked as a detailman for the Upjohn Co. 
in the summers in New Jersey and in Pennsylvania. 

Senator Witry. Just a minute. The detailmen call on the physician 
representing your products ? 

Dr. Ursoun. The detailman, Senator, might otherwise be described 
as a professional serviceman. He is the man, our representative, who 
calls on the physician to tell him about our products. 

The role of the detailman has become of increasing importance in 
recent years as the pace of new discoveries in medicine has quickened. 

In fact, sir, surveys conducted by the American Medical Association 
have reported that two-thirds of all doctors say that the detailmen 
are their most important source of product information. About half 
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the doctors surveyed say that they got the information which led them 
to prescribe their last drug from the detailman. 

Now since this is the case, just what does the detailman do which 
leads these doctors to place so much reliance on his information ? 

When he goes to the doctor’s office, the Upjohn detailman carries 
with him all the up-to-date knowledge concerning the usefulness and 
limitations of our products. He explains the indications and the con- 
traindications. He has a compilation of pertinent pharmacological 
data concerning the product. He carries with him reprints from 
medical journals showing the clinical experience pro and con. He 
has documented material designed so that he can provide information 
quickly and accurately. 

Senator Wier. Do the medical journals contain your advertise- 
ment ? 

Dr. Ursoun. Yes, sir. He also has samples so that he can show 
the doctor what the product looks like and how it can be used. 

Since he brings the information personally, he can answer the doc- 
tor’s questions on the spot. If he doesn’t know the answer, he can 
refer any questions that the doctor may have to our medical depart- 
ment with the assurance that they will provide an answer if possible. 

The drugs being created today are specific drugs of a high degree 
of potency and perhaps some degree of toxicity. The doctor must be 
fully informed for the protection of his patient. 

Senator Wirry. How many drugs do you handle? 

Dr. Ursonn. Well over 500. 

Senator Wirey. I think we have had some testimony on three or 
four drugs here. 

Dr. Ursoun. Yes. ; 

May I finish this and then answer questions? 

Now the Upjohn Co. employs over a thousand detailmen. These 
men are not ordinary salesmen, they are highly skilled technical repre- 
sentatives paid a straight salary without commission. They are with 
few exceptions college graduates. 

Many of them are pharmacists. Most of them have bachelor’s 
degrees in science, either in chemistry or biology, or they may be 
premedical students. 

In addition, we provide our salesmen with the scientific information 
necessary to provide the background for understanding our products. 

Our men are brought to Kalamazoo periodically for training by 
our sales education staff and our medical department. These men do 
not attempt to tell the doctor how to practice medicine. They do 
provide detailed technical information about our products. 

Now there is considerable competition these days for the doctors’ 
attention. There are many more detailmen than there were 10 years 
ago. Most doctors learn quickly whether a detailman knows his 
information and whether he can be trusted to supply information 
accurately, briefly, and completely. 

It is to our advantage to train our men carefully and to keep them 
well informed, for we know that the ill-informed detailmen seldom 
earns the respect of the doctor on whom he calls. 

In the final analysis, whether a doctor continues to use a new drug 
depends solely on the product itself. 
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All that the highly trained detailman can do is to present evidence 
upon which the doctor decides whether or not to try the product in 
his own practice. If his experience does not correspond with the 
results of the investigators whose reports are made available to him 
by our detailman, he will discontinue using the product. 

This has been our experience. 

Senator Witxy. Now, your profits do not result simply from corti- 
sone or hydrocortisone, or these other three or four that we have 
mentioned. Your profits result from handling a group of about 500, 
is that right? 

Dr. Ursoun. That is right. We list over 500 products. 

Senator Wizry. Consequently, you are not keeping books on any 
one particular drug. What you are doing is you are keeping your 
books, and as I understand it, you are inspected by the income tax 
inspector. Have they found any objection to the way you keep your 
books ? 

Dr. Ursoun. Not that I know of, sir. 

Senator Witey. Then your profits are based upon the overall sales 
program ? 

Dr. Ursoun. That is right, and the total operation. 

Senator Wirtry. And from that you take all your legitimate 
expense ? 

r. Upsonun. Yes, sir. 

Senator Witry. Well, now, have you got any illegitimate expenses 
in that setup that you know of ? 

Dr. Ursonn. We are on the lookout for it all the time. 

Senator Wirry. Has any of it been caught by the tax bureau ? 

Dr. Ursoun. No, sir. Those are legitimate expenses, every penny 
of it. 

Senator Witry. Do you ever feel in any sense that you are violating 
your moral responsibility to the public? 

Dr. Upsoun. Senator, that is a subject that is close to my heart, 
being a physician. I am motivated by the desire to do something 
constructive in the field in which we are engaged. There is an 
enormous satisfaction in being able to contribute in a small way to 
the progress of medicine. We feel our moral responsibility implic- 
itly— and please believe me, we recognize that we have it. We 
recognize that we are living in a most remarkable age, an age of 
science, an age of rapid advance in medicine. 

To bring these rapid advances to the public, we have to have a 
pharmaceutical industry capable of translating a discovery into a 
useful product, something that will bring relief from suffering and 
pain and disease. This is our function. That is what motivates us. 

Senator Winey. In other words, we are living in an age of explora- 
tion in every field of human knowledge. 

Dr. Ursonn. That is right. 

Senator Witry. Someone has said that Columbus was a piker com- 
pared with us. 

Well, now, do you have a bunch of chemists in your employ? 

Dr. Ursonn. Yes, sir; we do. ’ 

Senator Witry. In other words, you are exploring constantly ? 

Dr. Upsonn. Yes, sir; we certainly are. 
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Senator Witry. Could you tell us any more in detail just what you 
are doing in that respect—what kind of a setup you have and whether 
you feel that that is in the public interest ? ) 

Dr. Ursoun. Well, I will do the best I can to answer your question 
ina few minutes. Itisa big question. 

We have well over 600, I think maybe 650 people, employed in our 
research department. Among those are something like 160, if I re- 
member correctly, men with Ph. D. degrees. These are group leaders 
in the research. The rest of them have varying degrees of scientific 
training and education. 

These men are working on many, many different problems, many 
different projects, and it would be impossible for me to even tell you 
the names of the different projects that they are working on. 

They are each one trying to make a ceuetveinn to medicine. 

Does that answer your question ? 

Senator Witey. In the general sense, yes. I want to ask you about 
this. For instance, I have here the 1958 statement from Morgan 
Stanley & Co. There is one item in here that I would like to find out 
something about. 


How much money do you contribute each year to your pension 
fund ? 


Dr. Ursounn. I do not have that in front of me. I take it you do 
have. 

Senator Witey. Well, I have a number of items. It does not say 
how much you are contributing. 

Dr. Uprsoun. I can only say that we are proud of our pension 
program for our employees. We think it is second to none. I do 
not remember exactly what it costs us per year. I could look it 
up and supply that information. 

Senator Winey. Yesterday, there was talk about not only brain- 
washing of the physicians, tea there was talk that the people were 
in a captive state in the sense that they apparently have to buy your 
drugs or the drugs of Schering and Merck because a large percentage 
of the physicians, when they make out the prescriptions, apparently 
utilize your terminology of these drugs. 

Do you want to say something about that? 

Dr. Ursonun. Well, I would say that that statement is certainly 
immoderate—not a moderate statement. It is true, of course, that 
the physician tells the patient what drug he wants him to use, and 
I think that is all that this man was saying. 

Senator Witey. You do not think your detail men are master sales- 
men, then ? 

Dr. Ursounn. No. Ido not want to— 

Senator Witey. Just good salesmen. 

Dr. Ursoun. To get some criticism from our salesmen. But their 
primary function in the doctor’s office is to bring the doctor the infor- 
mation he needs to know about the drug. Then the doctor decides 
whether he wants to use it on his patient. And after our man has 
told him about our product, it is entirely up to the physician. 

Senator Witey. Just one or two other questions. 

_ Do you think that you are making a contribution to make the Amer- 
ican public drug conscious so that they may become drug addicts? 
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Dr. Ursoun. No, I consider such a statement hardly worthy of 
commenting on. We do not. 

Senator Witry. You do not think so? 

Dr. Ursoun. No. 

Senator Wiry. So your detail men are just ordinary salesmen. 
I will withdraw that. Is there any deal between you and any 
physician ¢ 

Dr. Ursoun. How do you mean that—any deal? 

Senator Witey. Well, if they prescribe your drugs, do they get 
any rebate or kickback or anything of that kind? 

Dr. Ursoun. No, sir. There are a few products which the doctor 
may administer in his office which he prefers to buy directly from 
us—and he buys at regular catalog price. 

Senator Wiry. Is there any difference between what the doctor 
pays and what the druggist pays! 

Ir. Ursoun. No, sir, there is not, in our method of selling, which 
provides the same price for doctors and druggists in the same 
quantities, 

Senator Wixry. Is there any difference between what the doctor 
pays and what the Government pays? 

Ir. Upsonn. Well, now, that has to be elaborated on to some ex- 
tent, and I do not know that I am competent to do it in all the 
detail that you may like. 

There are several different Government agencies. In general, those 
Government agencies buy at approximately hospital price. 

Senator Witey. You have to meet bids, do you not? 

Dr. Ursonn. There are a few items which the Government uses in 
large quantity, and for those they buy on bids. 

Senator Witry. Then you mean that there are other sources in 
Government that you sell to where it is not competitive ? 

Dr. Upsoun. No, sir. I can assure you that when they buy on bids, 
for instance, it is extremely competitive; except, of course, if they 
are specifying a product which is made only by Upjohn; and then, 
of course, they would be specifying our trade name. They do not 
ordinarily buy that way, but they sometimes do. 

Senator Wirtry. The question I am leading up to is, If you can 
sell to the Government for less, why can you not sell to the druggists 
for less ? 

Dr. Ursonn. Well, the situation is just not comparable. That is 
a different class of business. If we were to sell all of our products 
at the price of some bids, we would go out of business probably. 

Senator Witey. Of course, it is not for me to say what you should 
sell your goods for. I am just seeking to find the basis on which the 
business is conducted, and so far I have not found any particular 
reason to be critical. I sense that there is a need for those people who 
feel they need drugs to get them at a reasonable price. And what is 
reasonable, I suppose, depends to a large extent upon the facts and 
circumstances in a given case. 

How much taxes did you pay to the Government last year? 

Dr. Upsoun. $21,100,000. 

Senator Witey. How much taxes did you ps 





Dr. Upsoun. Excuse me—that is total U.S. and foreign taxes. 
The taxes to the U.S. Government were $19,787,000. 
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Senator Witey. Does that include your real estate taxes? 

Dr. Ursoun. No, sir, that is just income taxes. 

Senator Witey. What did you pay to the State and municipalities, 
then 4 

Dr. Upsoun. I do not have that breakdown, but we paid whatever 
our tax was—and it was plenty. 

Senator Witry. Then on your salaries you also paid a sizable in- 
come tax—is that right—to the Government and to the State? 

Dr. Ursoun. On our own salaries? 

Senator Winey. Yes. 

Dr. Ursoun. Yes, sir, we did. Everybody, of course, has to pay 
income taxes. 

Senator Winey. Are there any drugs that are dangerous? 

Dr. Ursoun. Yes, sir. Almost by definition a drug is dangerous 
if not properly used—any drug. 

Senator Witey. Is there any way that you make that clear in your 
advertisements ¢ 

Dr. Ursoun. Yes, sir. I may say that, under the existing food 
and drug law, what we say on the label and what we say on the pack- 
aged material, which is classed as labeling—this is all checked by 
the Government against the evidence that we have and approved 
before the drug is released. This also applies to anything that we 
say. We do not say anything about our drug that is not included in 
the labeling, from the standpoint of making claims. 

Senator Wirry. Is that one of the reasons why you sell your drugs 
on prescription of the physician instead of without prescription / 

Dr. Ursonn. Yes. The food and drug laws specify the drugs 
which in their opinion are suitable for sale only on prescription. I 
might add that the labeling also by regulation of the food and drug 
law requires that all of the warnings and cautions that are indicated 
be specifically spelled out in the labeling, and we regard that as a 
minimum. 

Senator Witey. Then your final word to the American public is, 
“Lay off drugs unless some competent physician prescribes it”; is 
that it? 

Dr. Ursonn. I think that might be satisfactory. 

Senator Wirey. All right. 

Senator Kerauver. Senator Hart has a question. 

Senator Harr. I want to follow up some of the questions that Sen- 
ator Wiley was asking. 

Doctor, you, I am sure, analyze the products of your competitors 
or seek to determine the comparative qualities of the several products 
on the market. 

Dr. Upsonn. Yes, sir—not personally, but somebody in our organ- 
ization does. 

Senator Harr. Yes, I meant the company. Do you think that the 
Government is ill advised in buying on a competitive basis without 
seeking a particular trade name? You say that most of the time 
when you do Government business, you do it in competition, and that 
it is intense competition. But occasionally the Government solicits 
by the trade name. 

Do you think the Government’s practice is dangerous or ill advised ? 

(At this point, Senator Wiley left the hearing room.) 
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Dr. Uprsoun. I do not believe I would care to comment on that. 
I believe that is a matter for them to decide. Evidently they do not 

think so. 

Senator Harr. You have analyzed all of these drugs. Do you find 
that any of them would be dangerous if bought in competition ? 

Dr. Ursoun. Of course, this is one of the functions of the Food and 
Drug Administration, to determine that. I would rather not say 
about that. This is asking me to talk about something 

Senator Harr. You do not want to answer the question that, of 
course, is the ultimate question and the one that bothers me. 

Let me explain, Doctor. As you know, I am no expert and I am 
simply trying to find out. 

Dr. Ursoun. Yes. 

Senator Harr. I have difficulty on this business of prescriptions 
that are targeted for your bull’s-eye as distinguished from prescrip- 
tions that would permit the pharmacist to fill it from the generic 
shelf. All the testimony indicates that if he was permitted to fill it 
from the generic shelf, the druggists’ bill would be a whale of a lot 
smaller to the American public than it is this way. 

T am trying to find out if the health of the American public would 
be adversely affected if we filled it generically. 

Dr. Ursoun. Well, if I may digress just a minute in further answer 
to your previous question, what I meant to say was that I do not care 
to comment on the quality of our competitors’ product. I will say this, 
however—that our own product we know to be the very best quality, 
the most dependable product that is possible for us to make. 

Now, you then ask me whether I think that the Government—is that 
the question ? 

Senator Harr. Yes. It is preliminary to this basic question that 
bothers me—whether the Government, in soliciting generically for 
drugs, is acting unsoundly, if there is a health threat, or if it is bad 
business. ' 

Dr. Ursoun. I take it that in some instances they are buying on a 
price basis. 

Senator Harr. Which is justifiable, I take it, unless there is a health 
menace. 

Dr. Ursonn. That is right. They satisfy themselves concerning 
certain minimum standards which they use as a basis for purchase. 

Senator Harr. Those standards would be applied also to a generic 
drug on a druggist’s shelf, too; wouldn’t they? I mean, se are the 
same standards, are they not? Are they not the same drugs? 

Dr. Ursonn. They would presumably meet the minimum standards 
set up by the various compendia, that is the “USP,” the “Pharma- 
copia,” and the “National Formulary.” 

Senator Harr. There would not be any drugs on the druggists’ 
shelves that have not met that standard either; would there? 

Dr. Ursoun. That is right—if they are complying with the law. 

Senator Harr. My question is not by way of criticism of your own 
company practice, but it just indicates what I think should be an 
area that the committee and all of us, including your company, should 
give an awful lot of thought to—because again acknowledging that 
I come in absolutely cold in this subject, it seems that one of the big 
hooks here, one of the principal factors in the druggists’ bill to the 
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public, is this business of trade-name prescription. I was reminded 
of this because you commented that you were glad for the sake of the 
public, you thought it was good that there were these small companies 
which sold for less. But the public is benefited only to the extent that 
there is not a trade-name prescription in its hand when it goes to shop; 
isn’t that true? I mean this lower price is available only if the doctor 
elects to do what the Government in most cases does, and that is just 
prescribe generically ? 

Dr. Upsoun. I don’t believe I know just how to answer that. 

Senator Harr. I think that is what all of us should be trying to 
answer. That isthe point I want to make today. 

Dr. Upsoun. Yes. I think I should restate this, however, prices to 
the Government generally are similar to hospital prices. For certain 
items that are purchased in large amounts they do ask for bids, and 
we don’t get a lot of that business. We have bid on it and like to be 
tendered opportunity to bid. We don’t get a lot of it. But there are 
plenty of people who do supply, I mean there are many others that 
bid on that. 

Senator Harr. Except to tell you that if you were not in the hearing 
room when Dr. Lasagna made a comment with respect to the kind of 
advertising that the major companies engage in, you would be glad 
to know that he confirmed what we think, that Upjohn’s advertising is 
accurate and good. 

Dr. Ursoun. Thank you. I heard him say that and I felt very 
proud. 

Senator Kerauver. We have been going for about 2 hours here now, 
so I think we will carry on until about 1 o’clock and then recess for 
lunch. But I think we should have about a 10-minute recess at present. 

(Short recess. ) 

(At this point the following was present: Senator Kefauver.) 

Senator Krerauver. Congressman Short of North Dakota is in the 
audience. Won’t you come up and sit with the committee ? 

Mr. Suorr. I appreciate your invitation, Senator. I’m going to 
leave quite soon. I would just as soon refrain from any more confusion 
than necessary. Thank you very much. 

Senator Kerauver. We appreciate your presence. We think Senator 
Hart has brought up a very interesting problem and one that we all 
ought to be thinking about. That is, that the Government buys under 
generic names and hospitals buy under formularies, which are generic 
en Why shouldn’t there be more prescriptions under generic 
names ? 


Dr. Ursoun. There is a little more that might be said on that, 
Senator. 

Now the physician is primarily interested in his patient. He wants 
that patient to have the specific drug that he thinks is indicated in his 
case, and he therefore writes a prescription for it. He is not willing 
to assign to the druggist the responsibility for selecting the drug for 
that patient to use. Now in the case of the Government purchases on 
hids, the Government, as I think you know, has its own laboratories 
for checking every batch that they purchase. 

They even go so far as to send the men out to the plant. to check 
the conditions existing at the plant. It is left to the medical procure- 
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ment people, therefore, to determine what drug is used for their 
patients. 

(At this point, Senator Hart entered the room.) 

Senator Kerauver. Yes, we understand the Government sends peo- 

le out to inspect the plants and there are very rigid tests, but dew 
ittle companies are meeting those tests. 

Dr. Upsoun. The druggist of course doesn’t have the opportunity 
of meeting that. Hecan’t check every batch. 

Senator Keravuver. We will talk about that later. We were on 
progesterone, Mr. Dixon. 

Mr. Drxon. Yes. As we had developed, progesterone is the inter- 
mediate product used by Upjohn in its fermentation processes to manu- 
facture corticosteroids. In addition to that Dr. Upjohn, I understand 
it to be an end product also; is that correct ? 

Dr. Ursounn. Progesterone is an end product; yes, sir. 

Mr. Dixon. And it is a female sex hormone used in the treatment of 
female disorders, isn’t that correct, sir ? 

Dr. Upsoun. That’s right. 

Mr. Dixon. Upjohn, as I understand it, sells this generic product 
under the trade name Cyclogesterin, is that right ? 

Dr. Ursonn. Yes. 

Mr. Dixon. Schering sells it under the trade name Proleton. 

Dr. Upsoun. May I interrupt. Cyclogesterin is not the trade name 
for progesterone. 

Mr. Dixon. What is the trade name? 

Dr. Ursonn. We do not have a trade name for progesterone. There 
is a story that goes with that if you want to listen to it. 

Mr. Dixon. Do you sell progesterone ? 

Dr. Upsonn. Yes, in limited amounts. Progesterone by itself is 
the female, the female sex hormone, but curiously enough by itself it 
has limited usefulness. 

We have been working on that problem very seriously, and as a 
matter of fact not more than a few weeks ago we had a conference at 
Kalamazoo of the leading people on progesterone from all over the 
country including those who discovered it and originally synthesized 
it, devoted largely to the problem that here is an important sex hor- 
mone and yet it has limited usefulness because we haven’t yet learned 
how to use it. 

Now one of the reasons that it has limited usefulness is because it 
has to be used in large doses, — if it is given by mouth, very 
large doses. In other words, it known activity is not as effective as it 
should be. We have been devoting a lot of effort to that problem, 
and have within recent months announced what we believe to be a very 
considerable improvement over the simple progesterone. 

Mr. Drxon. We had the impression from the blue book that that 
was the trade name. But at least the product that you sell, cycloges- 
terin, is a mixture, or something that you made, from progesterone? 

Dr. Uprsonn. It is acombination of hormones. 

Mr. Drxon. All right. You do sell progesterone to the druggists? 

Dr. Upsonn. Progesterone? 

Mr. Dixon. Yes, sir. 


Dr. Upsonn. I think wedo. AsI say, it has limited usefulness. We 


sell it in ampules anyway for injection. 
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Mr. Drxon. You also sell it to doctors, as I understand it? 

Dr. Ursonn. Yes, if they want to purchase it. 

Mr. Dixon. You stated that the doctor pays the same price as the 
druggist pays? 

Dr. Upsoun. Yes, sir. 

Mr. Drxon. So you will grant to the druggist a 15 —— discount 
if he buys directly from you under your general policy 

Dr. Ursonn. A 40 percent discount plus 2 percent, and in some 
cases 40 plus 5. 

Mr. Dixon. Those are standard ? 

Dr. Ursoun. Yes. 

Mr. Drxon. We understand then that the price to the druggist under 
these conditions by your company is $6.74 for a bottle of 25 tablets. 
Now that is from the blue book, sir, the price that I have. I wanted 
to be sure. That is $7.08 minus 15 percent, which is set forth in the 
book here, which is $6.80, the way we figured. 

Dr. Ursoun. I’m sorry. I can’t confirm it, but I assume that you 
figured correctly. If it isn’t, we can let you know later. 

Mr. Drxon. It is on page 493 of the blue book under your list of 
products. I wanted to be doubly certain of that so I am not laying 
a false predicate here. 

Senator Kerauver. Would Dr. Upjolin like to examine the blue 
book and make certain ? 

Dr. Uprsoun. No, I’m not questioning at all. If that is what the 
blue book says, that is all right. 

Mr. Dixon. The fair trade minimum price in the book to the con- 
sumer is $11.33 on a gram basis, as we have computed it. Based on 
the cost of these tablets, the druggist pays at the rate of $13.60 per 
gram if he buys directly from Upjohn and the price to the consumer 
is at the rate of $22.60 per gram. From the purchases that we have 
that you reported to us in 1958, you had purchases of progesterone 
in bulk form of $3 million worth 2 

Dr. Upsoun. Asan intermediate. 

Mr. Dixon. And they were made at prices between 13.5 cents and 
14.2 cents per gram. Granted that you have to do something to it 
in addition to putting it in bottle or vial or something, what I want 
to ask you for is an explanation, if you will give it to us, for the 
difference between the 14-cent price at which you buy and the $15 
per gram price which the druggist has to pay for it. We figure this 
difference at about 10,000 percent. 

Dr. Ursoun. I understood you have some astronomical figures on 
some other products too and I think that this has been explained to 
you, Mr. Drxon, over and over again. 

The cost of the raw material is only a part of the cost of the product. 
The rest of these costs have to be assigned to every product. 

Mr. Drxon. This is progesterone itself I am talking about now. 

Dr. Ursoun. You are talking about Cyclogesterin again, aren’t 
you!’ 

Mr. Dixon. No. It is quoted in the Blue Book under the generic 
name progesterone, on page 491. 

De. Vrsonn. All right, I misunderstood. 
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Mr. Dixon. On page 493 it sets forth that Upjohn sells progeste- 
rone and the prices I have attempted to give you as set forth on that 
page. We have not done anything to them. They are the ones that 
are in this book. In other words, you buy the product. Granted you 
have to finish it. Granted that you have to put it in some form from 
bulk to the form that a doctor or a druggist would sell it or use it, 
and granted that you have to have selling and distribution costs on 
— that. 

t appears to us that there is a difference to be explained here of 
between 14 cents a gram and $15 a gram. 

Dr. Ursoun. This is the same question you have asked with respect 
to other products. The raw material cost is but a fraction. In this 
case, however, you are talking about an item that sells in very small 
=? even though it is listed in the catalog, it may not sell very 
much. 

Also you are talking about progesterone for human use. You are 
not talking about progesterone which is an intermediate. 

Mr. Dixon. That’s right. 

Dr. Ursonn. All of these factors pertain plus all that has been said 
before about similar circumstances—our final profit at the end of the 
year is 13.7 percent. 

In the case of progesterone, we recognize that it is not as good as 
it ought to be. We have been devoting our time and attention to try- 
ing to make it better. And I do not suppose you want me to repeat 
that again. We think we have been successful. And we will continue 
to work. 

Senator Krrauver. Do the other big companies sell progesterone 
at the same price? How about the small companies ? 

Mr. Drxon. I want to go in to that. We understand that the small 
companies do sell it. They buy it in bulk and they do the same things 
to it, I would assume, that you have to do to it. And their prices are 
considerably lower. I will point sorthe of them out. 

The Hilly Medicinal Products sells 100 tablets of 25 milligram 
progesterone at $5, which is $2 a gram. It sells 1,000 tablets for $40, 
or $1.60 a gram. The Genesee Drug Co. and Success Chemical Co., 
both little companies, sell 100 tablets of 25 milligrams at $11.95 or 
$4.78 a gram. That is in comparison to your $14 per gram price. 

If they are able to sell it for that and make a profit, why aren’t 
you, sir ? 

Dr. Upsonn. Haven’t you answered your own question? These 
drugs are available at that price. If the doctor wants to prescribe 
them, he will. Ifthe doctor thinks there is a difference, he may choose 
to prescribe our product. 

But I think what you are interested in is having them available 
at that lower price. 

Mr. Dixon. You made a point that struck me particularly. You 
said that you do not sell your product to the druggist; you sell it to 
the doctor. Am TI correct in my understanding ? 

Dr. Upsoun. That is right; yes, sir, in essence. 

Mr. Drxon. It is correct also, is it not, that the doctor does not pay 
for it? 

Dr. Upsonn. In most instances the doctor does not. He does some- 
times buy. He has the right to buy. Under our catalog he can buy 
anything from our catalog. 
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Mr. Drxon. So the chairman’s opening statement is correct, then. 
He who buys does not sell and he who sells does not buy. In other 
words, the doctor here 
Dr. Ursonn. I do not suppose that Senator Kefauver intended that 
to be a criticism of the medical profession. 

Mr. Dtxon. No. I would understand it as a characterization of 
how business is done in this industry. 

Dr. Upsoun. It is certainly true that the doctor prescribes those 
drugs which under the law must be sold by prescription. 

Mr. Dixon. [ can think of a homey comparison. If I wanted to 
buy an automobile, Senator Kefauver might think that the best auto- 
mobile is a Cadillac, and if he was to write a prescription for me, I 
would have to buy a Cadillac, and I could not go buy a Rambler or 
something like that. That would be quite a difference. 

Senator Krravuver. I am not liable to prescribe the Cadillac. 

Mr. Criomertis. Mr. Chairman—— 

Mr. Dixon. Let me finish—— 

Senator Kerauver. Wait just one second. Let me see if I get this 
straight. 

As I understand it, this is a product that was developed in Germany, 
is it not? 

Dr. Upson. What are we speaking of now, Senator ? 

Senator Krrauver. Progesterone. 

Dr. Upsonn. Developed in Germany ? 

Senator Kerauver. Yes, developed abroad. 

Dr. Ursoun. Absolutely not. 

Senator Kerauver. Where was it developed ? 

Dr. Ursoun. Well, now you are asking me about something that 
T will have te speak a little off the cuff, but my recollection is that 
Corner and Allen get the credit, and those are both American people, 
for having discovered first, the existence of progesterone and then 
the synthesis. I hesitate to try to assign a credit for that because I 
just am a little bit uncertain about it, and it is probably not the place 
for me to make a guess, But I can assure you that I believe that to 
be a wholly American development. 

Senator Kerauver. As I understood, you do not produce much of 
it yourself. You buy a great deal. 

ue Ursoun. That is wrong, Senator. We produce a great deal 
of it. 

Senator Kreravver. You produce a great deal of it yourself? 

Dr. Upsoun. Yes, sir. We had to do that in order to get the price 
down, the cost down. 

Mr. Dixon. Senator, on that point I believe that the product patent 
for progesterone was among those product patents that were owned 
originally by the Schering Co. and which were seized by the Alien 
Property Custodian. I also believe that it was among those products 
that were made freely available to the whole industry under the policy 
of the Attorney General, which freed a list of those products that 
were obtained prior to a certain date. 

Does that accord with your understanding ? 

Dr. Ursonn. This happens to be something that I have not reviewed 
recently. I do not know the circumstances, and I think it would be 
probably better for me not to comment. 
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Mr. Drxon. Mr. Chairman—— 

Mr. Cuumerts. Mr. Chairman, before he goes on to something 
else—— 

Senator Krravver. He is not going on to something else. He wants 
to finish up with progesterone. 

Mr. Drxon. As progesterone is the intermediate product in the 
manufacture of prednisone and prednisolone by Upjohn, I would like 
to have marked as exhibit 77 a table which sets forth the foreign 

rice of prednisone and prednisolone in the particular countries as 

isted. They are Great Britain, United States, Canada, Australia, and 
Japan, where both Merck and Upjohn sell these products. 
Exhibit No. 77 follows :) 


PREDNISONE AND PREDNISOLONE 


Comparative United States and foreign prices to druggists by Merck and Upjohn, 
1959 


[5-mg. tablets, bottles of 100] 


Price listed for 
product of— 
City and country 


Merck | Upjohn 


London, England 
United States... ......- 
Toronto, Canada 
Sydney, Australia 
Tokyo, Japan. 


1 Calculated from price for 30. 


Source: U.S. price: ‘American Druggist Blue Book, 1959-60." Foreign prices: Collected by the U.S. 
Departme it of State through the American Embassies in spring of 1959. 


Mr. Drxon. These are prices to druggists in 5-milligram tablets 
in bottles of 100. 

Dr. Upjohn, in Great Britain we note that both you and Merck sell 
bottles of 100, 5-milligram tablets, for $7.53, whereas in the United 
States your price to the druggist is identical in the amount of $17.90. 

We also note that in Canada, Australia, and Japan, although the 
prices are higher, they are identical with Merck in each case. 

Would you explain for us why you are higher in the United States, 
for instance, than you are in Great Britain, and why you are the same 
as Merck in each of these countries ? 

Dr. Upsoun. I would be very glad to. 

Back in 1953, or 1952, I guess it was, England did not have any 
cortisone production at all, and also Upjohn did not have any com- 
pany or subsidiary in England. England was coming out of the 
war period into the postwar era, and they had fallen behind very 
considerably in the pharmaceutical field. 

A delegation came over from one of the large pharmaceutical com- 
panies in England and asked the Upjohn Co.’s assistance on some 

usiness arrangements so that they could learn how to make and 
produce penicillin for Great Britain. They were producing it, but 
they were not satisfied with their knowhow, their yields. 

The upshot of that was that we said, “Yes, we will help you manu- 
facture penicillin, but in return will you help us manufacture in 
England.” And we arrived at an agreement whereby they manu- 
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factured some—they were willing to manufacture a limited list of 
products for us. 

But this was not as easy as that. There was a great restriction on 
exchange in England at that time, a dollar shortage, if you will. And 
the authorities in England, while they were very anxious to have 
cortisone, they were concerned about anything that would involve a 
draining of dollars from Great Britain. 

Ultimately we agree to cooperate with Boots Drug Co. in England 
to set up the first steroid plant in England to make available steroids 
there. 

In the interim, we supplied small amounts of the drug which was 
used by the Medical Research Council, I believe, for their studies of the 
drug. They were cautious, very cautious about the drug. And they 
wanted to do their own studies, in spite of the fact there had been 
some studies in this country. 

In the meantime, preparations were made to try to set up for 
manufacture, and in the interim we were able to sell them some 
intermediates, gradually changing the intermediates so that as the 
process in Great Britain was developed that they could finally get on 
the basis of manufacturing wholly within the British Empire. 

Now, when we reached the point that the research people in Eng- 
land were satisfied to expand the use of cortisone to some extent, they 
expanded it to certain special clinics—arthritic clinics. The Govern- 
ment made all the purchases and the drugs were used only under the 
supervision of these few specialists. 

Gradually the public began to demand cortisone in England. They 
saw not reason why the rest of the world had it and they did not 
have it. And the medical profession began to demand it. 

We were able then to supply it from our own manufacture over 
there. 

But at that point, the price which we suggested in our conversations 
with the Government they figured was too high, and they said they 
could not afford to do that. They could not see it. 

So we were then in the position of having agreed to help England 
get into the production of corticosteroids as a condition for our doing 
business in England. And the net result of a lot of conversations was 
that we accepted the price which they told us they were willing to pay. 

Now, a lot of time had elapsed, and in this country much had been 
happening. Hydrocortisone had been developed and had begun to 
displace cortisone. Prednisone, prednisolone had developed and had 
begun to displace cortisone. So that the pricing of cortisone, the 
poceng of hydrocortisone a very few months later, I think 3 months 

ater—the pricing of prednisolone and prednisone, which was another 
3 months or 6 months from the introduction of cortisone, all were 
under Government control. Those prices were set by the Government. 

Now, did we make a profit? We did not. We lost money on those 
prices, I can assure you, because we were struggling with Boots to 
try to set up an efficient production in England. It was not easy. It 
takes a long time to do that. 

Senator Keravuver. Dr. Upjohn, I do not understand that there 
is any price control law in aad I recently made some inquiry 
about that. There is no price control law there. 
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Dr. Upsoun. In effect there is, especially when you are dealing 
with the Bank and the Ministry of Health, and the major purchases 
being made by the Government. It is up to them to determine whether 
or not the drug is going to be produced. 

Now, I will say this Senator. The exchange situation has changed 
rather remarkably in England in the last few years. There is no 
longer the same sort of limitation. 

Senator Kerauver. You are still selling the drug at $7.53, and you 
are selling to American druggists at $17.90. I just cannot under- 
stand it. 

Dr. Ursoun. That has become the prevailing price in Great Brit- 
ain. In the meantime, the drug has been displaced by others to some 
extent, a pretty large extent. I think that is a omnes explanation, 
sir. 

Senator Kerauver. We asked the Department of State whether 
there was any price control on drugs in England, and here is their 
reply: 

There are no Government controls on price of pharmaceuticals in the United 
Kingdom. 

Dr. Ursonn. Senator, what do you call that situation that I just 
described ? 

Senator Krerauver. You can sell at 

Dr. Upsoun. I regard that as Government control. I do not. know 
how we differ in semantics. 

Senator Krravver. You can sell to a pharmacist in England at 
any price that you can get, just like you can here. 

Dr. Ursoun. Do you want me to explain that again? 

Mr. Dixon. You buy the product progesterone in England, I as- 
sume, do you not ? 

Dr. Upsoun. I beg your pardon, sir. 

Mr. Drxon. You are able to buy in England at bulk price the 
progesterone that you 

Dr. Upsoun. I doubt it very much. I really do not know the 
answer to that. But believe me, the British Government has been 
very, very anxious to try to find a source of raw material within the 
sterling bloc, group of nations, or within the British Commonwealth, 
a source of material, and they finally found it down in Africa some- 
where. So they make their own progesterone. But I think that 
their supplies are not so abundant that they sell them freely around 
the world. Ido not know. 

Mr. Dixon. You say you have an arrangement over there. Is this 
made for you on a toll basis, or is this a subsidiary of Upjohn? 

Dr. Ursoun. Boots Drug Co. is one of the largest drug companies 
in the world. They are not subsidiaries of ours. They make for us 
on a toll basis. 

Mr. Drxon. On atoll basis ? 

Dr. Ursoun. Yes, sir. 

Mr. Dixon. Is it your testimony that you are allowing them to 
make a product for you for which you do not only not receive any- 
thing on a toll basis, but you have to pay them something for doing 
this favor for you? 

Dr. Upsonn. I did not testify to anything like that, did I? 
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Mr. Dixon. My impression was that you lost money at $7.53. Did 
I misunderstand you ? 

Dr. Ursonn. I was speaking, I guess, when I made that statement 
of the—yes, of the initial stages of production of all three of these 
items over there. 

Mr. Dixon. Let us talk just about this table which points to the 
fact that you sell it for $7.53. Did you make a profit? 

Senator Kerauver. And do you make a profit now ? 

Mr. Dixon. On that product today. That isthe 1959 price. 

Dr. Ursoun. I do not know the answer to that, because that de- 
pends on what the costs happen to be in England. The drug is manu- 
factured over there. I certainly hope that we have been able to bring 
down the costs to the point where it at least shows some kind of a 
black figure. 

Senator Krrauver. Do you have detail men in England like you 
do here ? 

Dr. Upsoun. Yes; we do. 

Senator Krrauver. And you advertise ? 

Dr. Urpsoun. Yes; we do. 

Senator Krravuver. You sell in bulk to Schering at $2.36 a gram 
in this country. You sell in England at $7.53 in the finished form. 

Dr. Ursoun. Yes. 

Senator Krrauver. There is a difference there of $5.17. It looks 
like enough to be processed. What difference in service do you give 
in this country that you do not give in England? 

Dr. Uprsoun. All of our research, for instance, is done in this coun- 
try. However, those figures that you mentioned are not at all com- 
parable. I know you realize that. 

I will be glad to go over that again, Senator. I confess I am a 
little weary maybe. 

Senator Keravuver. I am all for the British people. I think they 
are wonderful people and I want to see them get any break they can. 

Dr. Ursoun. Senator, maybe this will help you 

Senator Keravuver. I don’t understand why it is possible for you to 
make this very vital product available to the British people at $7.53 
but to the people here in the United States, where your main com- 
pany is located, it costs $17.90. 

Dr. Ursoun. I went through quite a long and elaborate recitation 
as to precisely why that happened with those specific products. But 
maybe it will help you if you know that it is not our policy to sell 
abroad at a lower price than we have here. 

And generally speaking all over the world that is true. We do not 
sell at lower prices abroad than we sell here. Now in those specific 
instances there were real reasons why it happened, and I have gone 
over that. I will do it again if you like. 

Senator Kerauver. We have listened to you. But there are no price 
controls in England at the present time. 

Dr. Ursoun. No. That’s right in a sense only. There are some 
price controls in England at the present time, but they are not merely 


the same as they were at that moment when we were introducing 
cortical steroids there. 
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Senator Krravuver. There is nothing to prevent you from raising 
the price in England at the present time. I am not suggesting you do 
so. But I think you ought to bring the price down here. There is 
nothing to prevent you from raising your price in England at the 
present time. 

Dr. Ursoun. Except that we wouldn’t sell any. 

Senator Kerauver. You mean other companies ? 

Dr. Upsoun. Exactly. 

Senator Keravuver. Siow does it happen that you and Merck all over 
the world arrive at the same price? 

Dr. Ursoun. That happens through the natural economic forces 
that happen everywhere. 

In other words, if we don’t sell at the same price or less, we don’t 
get any business, and there comes a point where if we lower our price, 
= meet us. 

Senator Kerauver. Wouldn't that bea good thing? 

Dr. Urzoun. In England? 

Senator Kreravver. Here or anywhere? 

Dr. Upsoun. Also Senator, this gets back to another subject that 
we have discussed before. We are operating a business as a whole. 
We made in the year 1958, 13.7 percent. We have to operate at a 
profit in order to stay in business and, as the manager of a company, 
this is a responsibility of mine. 

Senator Keravuver. Let’s see how your company is doing as a whole. 

Mr. Dixon. Mr. Chairman, may Dr. Blair explain the chart which 
he nore the easel, and may this exhibit be made exhibit 78 to the 
record ? 

Senator Keravuver. It will be made exhibit 78. 

(Exhibit No. 78 follows :) 
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The Upjohn Oo. net worth, Jan. 1, 1949, and profits after tawes 1949-58 


Profits after taxes Profits after taxes 


Year 





Annual 





Cumulated Annual Cumulated 


ee 


1 Net worth Jan. 1, 1949: $40,200,000. 


Sources: Profits from Moody’s Industrial Manual, 1959. Net worth computed from company prospectus 
dated Dec. 10, 1958. 


Dr. Bram. Mr. Chairman, this chart shows the annual profit of 
the Upjohn Corp., as reported in their annual financial statements 
from 1949 to 1958. 

It is a chart similar in design ‘to those that we have presented for 
Schering and Merck. It will be recalled that in the case of Scherin 
the corporation had been sold by the Government in 1952 for a price o 
around $30 million. 

There is no comparable selling price of Upjohn of course, so instead 
we have taken as a base the corporation’s net worth as of January 1 
1949, which at that date was $40,200,000, represented by the full 
length of the black bar. Within a period of 4 years the cumulated 
annual profits of the corporation were about equal to the net worth 
at the beginning of January 1949. 

In other words, the cumulated profits for 1949, 1950, 1951 and 1952 
had reached a total of $39,428,000 or approximately the same as the 
entire net worth of the corporation in 1949. Thereafter of course 

Dr. Ursoun. May I interrupt just a moment? I think it might be 
well if you would explain—somebody in the audience may not under- 
stand what you mean by cumulated profits. They may think that 
you mean that these profits accumulated. 

Dr. Buatr. No, sir; I do not mean to infer that the Upjohn Corp. 
kept all these profits within the company. This is simply adding 
the annual profits which are shown in the lower part of the bar as 
they are reported each year. For example, in 1950 they were about 
$11 million, in 1951 $8.8 million and in 1952, $8.4 million. 

Senator Keravver. I think we all understand that. 

_ Dr. Buair. Now the full length of the bar merely takes the profits 
in each preceding year and incorporates them with the profits of that 
year, giving thus a cumulative picture of the annual profits rather 
than a cumulative accrual within the corporation. 

Senator Krravver. I see. 

Dr. Upsoun. In other words, what might have been, had we been 
able to put all the profits in a pile and leave them there. 

Senator Keravuver. That means that in 4 years you earned enough 
money after taxes to equal the net worth of. the company in 1949. 

Dr. Upsoun. Yes. J know you understand it. I know Dr. Blair 
understands it. But I just thought that it would be well to explain 
the term, because somebody in the audience might misunderstand. 

Dr. Barr. I hope we have clarified it now. 
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Senator Kerauver. We know that some you reinvested in the com- 
pany, some you paid out in dividends. 

Dr. Upsoun. Yes, sir. Quite a bit of it was reinvested in the 
company. 

Dr. Buatr. Yes, sir. Perhaps the most interesting aspect of the 
entire chart is the progressive increase in the full length of the bar 
particularly from the years 1955, on. It will be seen that the amount 
of the increase each year was fairly substantial, which of course re- 
flected the continuing increase in annual profits for the corporation 
from 1953 to date. 

From 1953 through 1958 each year’s profits have been higher than 
the preceding year. 

This corporation has not suffered a decline in its profits even in 
the recession years of 1953-54 or 1957-58. In fact, the increase from 
1957 to 1958 was—— 

Senator Keravver. All right, IT think we all understand. 

Mr. Cuumpris. May I ask a question at this point, Mr. Chairman ? 

Senator Krrauver. Let me ask Dr. Upjohn. Don’t you think that 
is going too fast, Dr. Upjohn ? 

Dr. Ursoun. Going pretty fast ? 

Senator Kerauver. I mean, don’t you think, particularly since you 
are selling medicines that people need so badly, that that is a pretty 
high profit picture ? 

Dr. Upsonn. What I think is that this shows—— 

Senator Kerauver. It shows pretty fast growth. 

Dr. Ursoun. That this is a successful business, yes; but this shows 
that it is a growth industry. This shows that medicine has been 
advancing rapidly in the last 10-year period, and that the pharmaceu- 
tical industry has been trying to keep up with it, and apparently has 
been keeping up with it successfully. 

This has been a wonderful era that we are living in, Senator 
Kefauver. 

Senator Keravver. You understand of course that the profits for 
the pharmaceutical industry are about twice what they are for 
manufacturing generally / 

Dr. Upsoun. I presume that is true. But this is a growth industry. 
Therefore we have to have the money that is the thing it takes to 
provide for the growth, for the continued growth. This provides for 
the growth in research facilities, in production facilities, in distribu- 
tion facilities. 

During this time we have been expanding in international trade, 
which we didn’t have at the beginning of the period. 

Senator Keravver. This is a growth industry, but it is a basic need 
industry also and that is what many of us are concerned about. 

Dr. Upsoun. That is why 

Senator Krrauver. I mean, the company earning enough profits in 
‘| years to pay for itself is pretty remarkable. 

Dr. Ursoun. It isa record of success; yes, sir. 

Senator Kerauver. All right. 

Dr. Buarr. Mr. Chairman, I will conclude my remarks about this 
chart, merely by stating that the total annual profits on a cumulated 
basis during this period through 1958 were over $120 million as con- 





ao hw ewe oth on a 





iL 








ADMINISTERED PRICES 8321 






trasted with the corporation’s net worth of about $40 million 10 years 
earlier. 

I also want. to say for the record that the profit rates of the Upjohn 
Co. are contained in one of the charis offered for the record 
earlier, in which the company’s profit as a percent of net worth and 
as a percent of sales are depicted along with the showings for Merck 
and Schering. 

Senator Kerauver. Yes, we have seen that. 

Dr. Buatr. That chart also shows a fairly substantial and con- 
tinuous increase in the profit rate as a percent of net worth fron: 1954 
on, with a fairly sharp increase apparently continuing into 1959, 1f the 
showings for the fourth quarter do approximate the average for 
the preceding three quarters. The increase in profits per sales has 
been less significant. However, profits per sales are as Dr. Upjohn 
has indicated slightly in excess of 1% percent in 1958, and profits as 
a percent of net worth for 1959 are estimated to be slightly in 
excess of 22 percent. 

Again all of these figures are after taxes. 

Dr. Ursonn. That last statement you made there I will have to 
question because we don’t make 22 percent on our net worth so far 
as I know. 

I wish we did. 

Dr. Buatr. These figures, sir, were supplied to us by the Federal 
Trade Commission. 

If you find anything incorrect about them, we will certainly be 
happy if you would point it out. 

Dr. Ursoun. Thank you. We will do that. I would like to say 
though that our report for the end of the year shows that we made 
18 percent. 

Senator Kerauver. That is 1958. 

Mr. Drxon. That is on the chart. 

Senator Keravuver. But for the first quarters of this year you didn’t 
consider that in error. 

Dr. Ursoun. No, I don’t think so. 

Senator Krerauver. If you want to furnish us any other figures, 
please do so. 

Dr. Ursoun. I would like to make one more comment. The figures 
on which these are calculated of net worth of course are not. re- 
placement values. If we were to replace the plant that we have 
and the facilities that we have today, it would not be on that basis. 

And _ as a matter of interest, I asked our accountants to cal- 
culate that, and it comes out to about 13 percent if those are figured 
on a replacement basis. 

Mr. Dixon. Dr. Upjohn, on that point, have you sold any capital 
stock since 1949? 

Dr. Ursoun. No, sir, we have not. 

Dr. Drxon. Since 1949 you have risen, according to your statement, 
to slightly in excess of $112 million. That means after taxes you 
had plowed back out of profits that much money to make your net 
worth today 

Dr. Ursonn. Sir, that means that we have in that time built a 
vastly different plant than we had in 1949. We have greatly ex- 
panded research facilities. That money is represented in physical 
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assets for the production of pharmaceutical products, and for the 
creation of new products. 

Mr. Drxon. I understand that, sir, but it had to come out of cur- 
rent profits as you made them by years. 

Dr. Ursoun. That’s right. 

Mr. Dixon. The customer had to pay for them. 

Dr. Ursoun. Yes, sir. 

Mr. Drxon. All right. 

Senator Keravuver. There are one or two things I would like to get 
clear before we go ahead. You were giving a breakdown to Senator 
Wiley of what your costs and expenses were. You said for advertis- 
ing and samples, 7.6 percent, and then you came along later and said 
marketing, 21 percent. The other companies have apparently lumped 
those two together. Does marketing include your detail men? 

Dr. Ursonn. Yes, it does. 

Senator Kerauver. And that is the 21 percent? 

Dr. Upsoun. Yes. I am having trouble finding my paper but I 
will look for it. 

Senator Kerauver. You said manufacturing costs, 27 percent; 
distribution, 7.6 percent; marketing, 21 percent. So your marketing 
plus your detail men and promotion would be 28.6 percent. 

Dr. Ursonn. Yes. 

Senator Kerauver. Now another thing I didn’t understand. How 
many detail men did you say you had in the United States? 

Dr. Ursoun. It is something a little over a thousand. I don’t know 
the exact number. 

Senator Kerauver. About how many over a thousand ? 

Dr. Ursoun. I say I didn’t know the exact number. If I had to 
guess, I would say it might be 1,030. 

Senator Kerauver. Then you said you had 5,700 employees ? 

Dr. Upsounn. That is a guess. 

Senator Krravuver. Is that in the United States? 

Dr. Upsonn. I think it is, yes. 

Senator Krrauver. Then approximately every fifth or every sixth 
employee is a detail man ? 

Dr. Ursonn. I guess that’s right. 

Senator Krerauver. What do you pay these people on an average? 

Dr. Ursounn. Well, it is about $8,000 a year. _ 

Senator Kerauver. They are among your highest paid employees, 
aren’t they ? : : a 

Dr. Ursoun. Well, they are technically trained individuals, they 
therefore are paid on the basis of their training, and of course we have 
others that have higher salaries and others that have lower salaries. 

Senator Kerauver. $8,000 a year would be $800,000 for detail men. 

Dr. Ursoun. I think it would be more than that, wouldn’t it? 

Senator Keravuver. You are right 8,000 times a thousand is $8 
million. Then in addition to that, are there expense items? Do they 
have expense accounts ? 

Dr. Trav. Yes, sir. 

Senator Knrauver. Mileage and traveling expenses? 

Dr. Uprsoun. Yes. 

Senator Krerauver. And hotel expenses. What is their average 
expense account? 
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Dr. Upsoun. I can’t answer that, but I gave you I think the overall 
figures. Salesmen’s expenses was 1.9 percent of the sales dollar. 
Salesmen’s salaries 8.6 percent of the sales dollar. 

Senator Kerauver. What is this marketing 21 percent of the sales 
dollar? 

Dr. Upsoun. That is the total of the salesmen’s salaries, the sales- 
men’s expenses, the advertising samples, and the selling overhead. 

Senator Keracver. When you say salesmen, are you calling them 
detailmen ? 

Dr. Upsonn. Yes, sir. 

Senator Keratver. In this distribution of 7.6 percent, that is for 
samples and so forth? 

Dr. Upsonn. Advertising, including samples. 

Mr. Drxon. Mr. Chairman, on that point I think he mentioned 
also, didn’t you, Dr. Upjohn, that you had 650 employees engaged in 
research ? 

Dr. Ursoun. Approximately. 

Mr. Dixon. Let me see if I can determine the type research. We 
have heard of basic, applied, and testing type research. How many 
of this 650 are eaghoned in what you consider to be basic 


research? If I am correct in that as it has been described to me, that 
would be in seeking a new product, following new paths, we will say. 

Dr. Upsonn. That is a very difficult figure to arrive at. 

We have sometimes tried to do it, and you just can’t do it because 
in some way you have got to draw the line. 

What is basic research, and it is pretty difficult. The truth of the 
matter is that everyone of the group leaders has the opportunity to 


do basic research with part of his time, and I think most of them do. 

Mr. Drxon. You said you had 150 group leaders. 

Dr. Ursoun. Something in that neighorhood, I think 160 maybe. 

I don’t remember that figure. 

Mr. Dixon. But part of their time would be in supervising the rest 
of the employees assigned to research, you said. 

Dr. Ursonn. Group leaders have a team of workers that work with 
them, yes, and part of their time would be in supervising that group. 

Mr. Drxon. Would some of the group—they would be supervis- 
ing—be conducting tests, for instance? 

Dr. Ursoun. Now what do you mean by tests? 

Mr. Dixon. Control tests. 

Dr. Upsoun. No, sir; I am talking about research. I am not talk- 
ing about control, we have another division devoted to control. It is 
entirely separate. I think that is another 125, maybe 130 people who 
spend their full time day in and day out doing control tests on every- 
thing that comes into the plant and everything that goes out and 
everything that is in the process of production. 

Mr. Dixon. How many of that group now are working, if they are 
successful, on a product that you might perhaps apply for a patent 
on ¢ 

Dr. Ursonn. We are away from control, back to research ? 

Mr. Drxon. Yes, sir. 

Dr. Upsonn. Well, I guess in a sense all of them are looking for 
something that we might patent, in a sense. This is a hard question 
to answer. 
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Mr. Drxon. I can understand that. Mr. Chairman, it is now I 
o’clock. Before we proceed further I believe that you said you de- 
sired to recess at 1 o’clock. 

Senator Kerauver. Unless Senator Hart or some of the other coun- 
sel have a question they would like to ask at this time. 

Mr. Krrrrie. Is this the end? 

Senator Keravuver. No. 

Mr. Peck. I can hold my questions, Mr. Chairman. 

Senator Krerauver. Do you have any questions at this time, Mr. 
McHugh? 

Mr. McHoueu. Nothing. 

Senator Kerauver. Let’s stand in recess until 2:15. 

(Whereupon, at 1 p.m. a recess was taken until 2:15 p.m. of the 
same day.) 

AFTERNOON SESSION 


(Senators Kefauver and Hart present.) 
Senator Kerauver. The committee will come to order. We will 
move along as rapidly as we can this afternoon. 
I believe, Dr. Blair, you have a chart that you wanted to present, 
which will be made exhibit 79. 


(Exhibit No. 79 follows.) 


Prices for cortisosteroids to consumers and druggists, and computed cost, 1959 


Computed 
cost based on 
bulk price, 





includes 
Tablet | Number | Price to Price to Price to | wastage, tab- 
size tablets [consumer] consumer druggist leting and 
(mgm) | per gram | pertablet| per gram | per gram | bottling, but 
excludes 
selling and 
distribution 
costs ! 
(1) (2) (3) (4) (5) (6) 
Cents 
Cortisone. --- - ieee wooo we’ La 40 23 $9. 13 $5. 48 $1. 50 
Hydrocortisone - -- - -- sab denew 20 50 27 13. 32 7.99 1.63 
Prednisone ee 5 200 30 59. 66 35. 80 3.12 
6-methyl prednisolone : 4 250 30 74. 60 ae oe 
Triamcinolone . 4 250 30 74. 60 Ee) iv oneiaw dc 
Dexamethasone_. A - . 75 1, 333 27 358. 00 214. 80 72. 69 
We  Acdadub oiemincdncihwennmmcni 2.0286 | 235,000 325 | 38,750.00 | 35,250.00 (?) 


1 Based on lowest bulk prices as published or reported to subcommittee: 
Cortisone, $1.30 per gram, Oil, Paint and Drug Reporter, Sept. 21, 1959. 
Hydrocortisone, $1.40 per gram, Oil, Paint and Drug Reporter, Sept. 21, 1959. 
Prednisone, $2.36 per gram, Syntex sales, 3 Q 1959. 
Dexamethasone, $65 per gram, Merck sale to Ciba 1958. 

2 Based on report of 700 times potency of hydrocortisone. 

3 Assumed price, 


Source: Cols. 1-5, American Druggist Blue Book, 1959-60. 


Senator Keravuver. Does the witness have a copy of it? 

Dr. Buarr. Mr. Chairman, this table, entitled “Prices for Cortico- 
steroids to Consumers and Druggists, and Computed Costs, 1959” 
— out a number of points with which this inquiry has been con- 
cerned. 

The table has six columns, the first of which shows the tablet size 
for each of the corticosteroids, cortisone, hydrocortisone, prednisone, 
6-methyl prednisolone, triamcinolone, cad dexamethasone. 
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There is below dexamethasone a product which we have indicated 
on the table as X. I will discuss that and its nature and its meaning 
after discussing the remainder of the table. 

After the tablet size, there is indicated the number of tablets per 
gram. 

Obviously as the potency rises the number of milligrams in a 
tablet decreases and the number of tablets per gram increases. 

Now, the price to the customer as reported in the American Drug- 
gist Blue Book is reflected in column 3, which shows a price, a retail 
price to the consumer, of approximately—and I want to say here that 
all of these figures, for ease of presentation, have been rounded—of 
23 cents for cortisone, 27 cents for hydrocortisone, 30 cents for pred- 
nisone, 30 cents for 6-methyl prednisolone, 30 cents for triamcinolone, 
and 27 cents for dexamethasone. 

Column 4 shows the price to the consumer per gram as contrasted 
to column 3 which was per tablet. 

Now, the price per gram is arrived at by multiplying the number 
of tablets per gram times the price to the consumer per tablet—multi- 
plying column 2 by column 3. There are some slight differences, 
again, because of rounding. And the price to the druggist is shown 
similar ly computed under column 5. 

The last column, column 6, reflects the same type of computation 
which has alres udy been presented for prednisone and prednisolone. 
The computation to which I refer is a derived computed cost ex- 
cluding selling and distribution costs based on a bulk sale price in- 
cluding wastage and bottling, but excluding selling and distribution 
costs. 

Senator Keravuver. I think in fairness, as has been shown in the 
other tables, it should be pointed out that there is of course, in 
addition to what is listed, research and selling expense, profits, admin- 
istrative costs, and so forth, which is allocated according to the com- 
pany’s method. 

Dr. Buarr. It is certainly exclusive of selling and distribution cost, 
and of profit. It includes, though, whatever research costs and admin- 
istrative costs are incorpor: ated in the bulk price of the product itself. 

Dr. Ursoun. Perhaps I should interrupt there to say that ordinar- 
ily the manufacturing cost is simply the bare ingredients and labor 
and factory overhead. 

(At this point, Senator Wiley entered the hearing room.) 

Dr. Buair. This is packaged in bottles ready for shipment to the 
druggists. 

Dr. Ursoun. But does not include research costs, is what I am trying 
to sa 

Sinabtir Keravuver. No, sir; it would only include that part. of the 
research cost that had gone into the production of bulk material. 

Dr. Ursonn. But I do not think that that is the way they figure it. 
Oh, I see what you mean—yes. 

Dr. Buarr. What it means—— 

Dr. Upsoun. Excuse me. I think perhaps I see what you mean. 

Dr. Bram. All right, sir. Now, one of the most interesting aspects 
of this table, one of the most interesting things it brings out, is that the 
price to the consumer per tablet is pretty much the same for each 
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of these different corticosteroids. It is 23 cents for cortisone, it is 
higher for hydrocortisone, 27 cents. It is the same figure for the 
next three corticosteroids—30 cents for prednisone, 30 cents for 6- 
methyl prednisolone or medrol, and 30 cents for triamcinolone. It is, 
of course, as Mr. Connor of Merck, pointed out only 27 cents for 
dexamethasone, which represents the 3 cents or 10-percent reduction to 
which he referred. 

However, that is the price per tablet. 

Now, since the potency of these corticosteroids has tended to rise, 
and the number of tablets per gram has tended to increase, there has 
been a steady increase from one corticosteroid to the next in the price 
on a per gram basis. 

The price to the consumer, per gram, rises from $9.13 for cortisone 
to $13.32 for hydrocortisone to $59.66 for prednisone, $74.60 for the 
next two, 6-methyl prednisolone and triamcinolone, and up to $358 
for dexamethasone. 

Mr. Cuumeris. Mr. Chairman, could I ask just one question for 
clarification? I think you would explain it better to all of us if you 
would just answer this one question, Dr. Blair. 

Senator Keravuver. All right. 

Mr. Cuumerts. Could it be possible, Dr. Blair, if in computing costs 
like you have, leave that column like it is if you want it done that 
way, but instead of saying exclusive of selling and distribution costs, 
couldn’t you have another column based on 87 percent of cost that Dr. 
Upjohn mentioned, and let us see what it would be with his full costs 
into that chart that you are showing us now? ‘Then we would be able 
to see both of them. 

Dr. Bratr. Mr. Chairman, these figures are not based upon our 
appraisal of Dr. Upjohn’s books because we haven’t had access to 
them nor have we sought access to them. 

Before there could be any exposition of the selling or other indirect 
costs for a given product for Upjohn or any of the major drug com- 
panies, we would have to have access to the company’s books. 

Mr. Cuumeris. But that is in the financial statement. All you 
have to do is divide the gross income from the gross costs and you 
have your percentage. We figured that for 3 straight days with the 
different companies, without any books at all. 

Dr. Buatr. Mr. Chairman, again we come—— 

Senator Kerauver. This speaks for itself. Let’s try to move on 
as quickly as we can. 

Dr. Buatr. Again I just want to say that proceeding from overall 
statements reflecting the corporation’s operations and all of its ac- 
tivities to an individual product requires the assumption that the 
distribution applicable to the corporation as a whole apply to particu- 
lar products. I have seen no evidence yet to indicate the validity of 
such an assumption. 

Now to proceed to the last column, column 6— 

Senator Wiiry. He didn’t answer the question. 

Dr. Biatr. Column 6 is the cost computed in the manner described 
for prednisone and prednisolone, which as shown on the table is $1.50 
for cortisone, $1.63 for hydrocortisone, $3.12, which is the figure that 


we have shown in our table for prednisone, and a figure of $72.69 for 
dexamethasone. 














ADMINISTERED PRICES 8327 


That last figure is based upon the price at which Merck sold 
dexamethasone to Ciba in 1958 and 1959, a bulk price of $65. 
Whether or not that is substantially in excess of Merck’s actual costs 
we of course have no way of knowing. That is just the actual bulk 
sale transaction. 

Mr. Chairman, the main point that this table brings out is that if 
the major pharmaceutical houses do sell corticosteroids of increasing 
potency at about the same price per tablet, and they get an increasing 
number of tablets per gram, then it must follow, as the table reveals, 
that the price rises almost correspondingly with the increase in 
potency. 

And unless there is a corresponding increase in costs, there would 
be, as one moved from one of these corticosteroids to the next more 
potent one, a progressive widening of the margin between costs and 

rices. 
. I said I wanted to reserve discussion of the last item for the end. 

The last line, product X, is shown merely for illustrative purposes. 
It does not represent anything that is being sold in the real world. 
However, it might. In 1959 the Upjohn Co. in the Journal of the 
American Chemical Society for June 20 (p. 3168, vol. 81) reports the 
development of a new corticosteroid which it says is 700 times as 
active as hydrocortisone. 

This development is discussed in more understandable language in 
a Wall Street Journal article of June 28 in which the discovery of 
this new corticosteroid, whose potency is said to be 700 times that of 
hydrocortisone, is described. 

I would like to have this article from the Wall Street Journal 
made a part of the record, Mr. Chairman. 

Senator Keravuver. That will be exhibit 80. 

(Exhibit No. 80 may be found on p. 8798.) 

Dr. Buarr. Mr. Chairman, it is my understanding that this product 
is not on the market as yet, and may never be on the market, but it has 
been actually Seveiioed: 

Mr. Chairman, if there were such a corticosteroid with 700 times 
the potency of hydrocortisone, its tablet size would be 0.0286 milli- 
grams per tablet. It would yield not 40 tablets per gram as in the 
case of cortisone or 250 as in the case of prednisone or even 1,333 as 
in the case of dexamethasone, but 35,000 tablets per gram. Now we 
do not know at what price Upjohn would plan to sell this product. 
If, however, it sold the product not at the prices of 27 and 30 cents 
which have prevailed for all of the corticosteroids since cortisone 
but, say, at an estimated retail price of 25 cents per tablet, the price 
to the consumer per gram would be $8,750, the price to the druggist 
per gram would be $5,250. 

We of course have no way of knowing what the cost would be since 
there is no bulk cost information available on this product. With a 
product of this extraordinary Feng it is quite possible that the 
yields have fallen so greatly that the costs are considerably above 
those that might be inferred from anything on this table. Nonethe- 
less there would obviously have to be an extraordinary increase in 
costs to match the increase in the price per gram if it is sold at any- 
where near the price per tablet at which the other corticosteroids are 
today sold. 
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Senator Keravver. Dr. Upjohn, do you want to make any com- 
ment or give us any information about this new corticosteroid ? 

Dr. Upsoun. I don’t believe I can do the last but I will try to 
comment on this whole thing if I can. To begin with, I am inclined 
to believe that these columns headed “Price to consumer per gram” 
are rather meaningless because of the very fact that these various 
drugs listed in the left-hand column vary in potency, it follows that 
the consumer is not going to take the same number of grams of that 
drug. ‘Therefore these I think are quite meaningless in this discussion. 
The thing that counts to the patient is how much does he pay per dose 
and it is true that generally speaking the number of milligrams of 
drug in a tablet tends to be a corresponding dose from the standpoint 
of effectiveness. 

It has no significance whatsoever as far as the consumer is con- 
cerned, the price per gram. What he is interested in is the price 
per tablet or price per dose. 

Senator Kerauver. This only refers to what has been done as per 
gram of the raw material. 

Dr. Upsoun. Yes. 

I think the point that he was making was that as you increase the 
number of tablets you get out of a gram, perhaps the costs should get 
increasingly less. 

Senator Keravver. I think that is the idea. 

Dr. Upsonn. Yes. Well, that is true, of course, in a general way. 
But the same thing applies. These products are all priced on the 
basis of total cost, not the cost of the material. And they are priced 
with respect to the correspondingly effective dose of the competing 
product. So that in each case where a new and better drug has come 
out, it has been priced per tablet or per effective dose more or less 
in conformance with column 3 there. In other words, the patient 
is paying substantially the same thing for an effective dose and get- 
ting a better drug. The newer drug is in each case better for some 
reason. Now, it is not better merely because it is effective in a smaller 
dose. Someone mentioned here a day or two ago a battle of numbers. 
This is not gaining the patient anything, just a battle of numbers. 

What we are really trying to do is to get the patient a better drug at 
no greater cost, and it does not matter really if a drug is 700 times 
as potent if in the effective dose it causes undesirable effects which 
render it less desirable from the patient’s standpoint. 

As I making that clear or am I confusing it ? 

Senator Keravuver. I think we understand. 

Dr. Upsonn. Yes. 

Mr. Dixon. Do you agree with the statement that, for instance, 
Dr. Cecil made here, that taking all of these products into considera- 
tion, about the same thing has been found from the side effects stand- 
point, and that he expected when all of the data was in on dexametha- 
sone, the same thing would be reported there? 

Dr. Upsoun. I understand that Dr. Cecil did say that. I do not 
quite agree with him. I do not think most men do. In any event, we 
are searching for better drugs all the time. 

Now, one criterion of measuring whether a drug is better in the 
early stages in animals, for instance, is to determine whether it is 
more effective per milligram, let us say. But that is one measurement 
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only. From then on you have got to take that drug and go through 
all of the various aspects of its study to find out if, in the long run, 
you have come up really with a better drug—which does not mean 
just a smaller dose. It means that for some reason it has better 
physiologic properties. 

Mr. Dixon. What. the subcommittee must eventually consider from 
the record that has been presented is that each time a new generic 
product, has been produced and a new trade name by an individual 
company has been brought out, there begins a hard sell campaign 
through your detail men to the doctor, to persuade him that it is 
superior, so that he will prescribe the drug. Then the question that 
is involved here is, if that drug has these same side effects, have you 
made any great improvement merely by increasing potency, because 
potency to me means that if you have a 5-to-1 ratio, I would just 
have to take one pill instead of five. But if I get the same side effects 
from taking one that I get from five, I am getting the same thing: 

Dr. Ursoun. That is right, that is right. And I personally feel 
that way. I think many physicians do. And not all physicians would 
perhaps agree with that. They might think that just the fact that 
you are using a smaller dose is an advantage. But truthfully we are 
looking for a drug that. is better in the overall, not just better from 
the standpoint of the numbers involved. 

Now, this one that you mentioned that was reported in the litera- 
ture is one of a great many compounds that we have synthesized and 
have on the shelf and have been studying to some degree. But the 
fact that it is 700 times as potent does not mean a thing as far as we 
are concerned until we have gone through all the rest of the studies. 

Senator Keravver. It is not on the market yet? 

Dr. Upsoun. That is right. 

Mr. Dixon. I think I should straighten something out. I have left 
the impression in reverse. If one pill has one-fifth the therapeutic 
dose in it, 1 would have to take five such pills. 

Dr. Ursoun. That is right. 

Mr. Dixon. I stated it the other way. 

Dr. Ursoun. Yes, except that you could put that five times as much 
in one tablet, too. 

Mr. Dixon. And they both cost the same thing. 

Dr. Upsonn. Yes. 

Senator Keravver. All right. 

What else do we have for Dr. Upjohn ? 

Mr. Dixon. Mr. Chairman, because we have put the same informa- 
tion into the record concerning the other companies, I think in fair- 
ness we should read this into the record. 

We understand from SEC records that Dr. Upjohn is the president 
and a director of the company; that his aggregate remuneration from 
the company accrued in 1958, was $141,473; that he was paid in 1958, 
$115,504. The estimated annual benefits upon retirement amount to 
48,116. He held 40,757 shares of common stock par $1 on September 
30, 1959, directly, and was trustee of or had some contingent interest 
in three trust funds which held in the aggregate 44,974 other shares: 

It. is our understanding that the Upjohn Co. does have a stock 
option plan; that 250,000 shares may be granted at not Jess than the 
fair market price at the date of grant, whenever that was. 
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Dr. Ursoun. It was in December of a year ago. 

Mr. Dixon. On December 10, 1958, options on a total of 164,450: 
shares of common stock of the a were granted, of which 57,000 
shares were optioned to officers and directors as a group, including 
the following options: 

Dr. Upjohn, 7,500 shares. 

Mr. C. V. Patterson, 7,500 shares. 

Mr. W. F. Allen, 5,000 shares. 

. F. A. Eberly, 5,000 shares. 

. L. D. Harrop, 5,000 shares. 

. D. G. Knapp, 5,000 shares. 
. R. T. Parfet, Jr., 5,000 shares. 
. P. S. Parrish, 5,000 shares. 

. R. S. Schreiber, 5,000 shares. 

Mr. H. E. Turbeville, 5,000 shares. s 

The option price in each case was $45 pee share, the price at which 
2,410,000 shares of the company were offered to the public by certain 
shareholders by prospectus dated December 10, 1958. There were 
reported market ranges on such date of 4814 to 4914 bid, 4914 to 50: 
asked. 

The source of this information is the proxy statement of April 20, 
1959. 

I understand that options become exercisable after 1 year, but only 
at 20 percent per year cumulative. They expire on the first of 
December 1965. 

Senator Keravver. Is that right? 

Dr. Ursoun. I think that is right; yes. I hesitate to point this 
out, but those options were—— 

Senator Kerauver. They do not mean much to you now. 

Dr. Ursoun. They do not mean a thing now. The price is lower 
than it was at the time that the options were granted, but it is an 
incentive and that is what they are for. 

Senator Kerauver. The price probably will go up. I hope it does. 

Dr. Ursoun. I hope it will. 

Mr. Drxon. Mr. Chairman, we have from the company license 
agreements that have been entered into between Upjohn and other 
a both inside the United States and outside the United 

tates. 

I would suggest, Mr. Chairman, that they be given one number as 
exhibit 81; that the various licenses be delineated by a subnumber 
such as A, B, and so on. 

Senator Kreravuver. Let them be made exhibit 81. 

(Exhibit No. 81 may be found beginning on p. 8802.) 

Mr. Drxon. With respect to the agreements inside the United 
States, we notice that the Upjohn Co. has agreements with the other 
parties such as Research Corp., Schering, Merck, Pfizer, Olin Mathie- 
son, and Cyanamid, and also with Cyanamid itself and with Schering. 

We notice also running through these licenses that among the pro- 
visions in the agreements is that the licensee is only to sell the products 
in finished form. 

We note also that Upjohn was a party to the cross-licensing that 
took place involving the products prednisone and prednisolone, and 
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that they had agreed with Schering that they would only sell the 
product in finished form. 

We notice also that they entered into a license arrangement with 
Merck November 26, 1957, wherein all products between progesterone 
and any end products were involved, and that Merck got a license on 
Upjohn processes for United States only, but that they cannot sell 
intermediates, and Merck promised to offer Upjohn a license on any 
new product involving use of Upjohn processes. 

Merck may also get foreign rights to sell on particular products if 
Upjohn can sell in the same country. 

I skip to another license that was issued. 

Agreement was entered into with Olin Mathieson and Cyanamid on 
the product 16—hydroxysteroids, and that its status is that patent 
application has been made, and the restrictive element of this liense 
contains the provision that net sales means finished pharmaceutical 
form less discounts and so forth, and that all parties grant the other 
immunity from suit for infringement. 

According to the information that we have, that agreement has 
been lived up to. We know of no sales, from any information we 
have received from any company, wherein any bulk sales have been 
made from either of these contracting parties. 

Senator Wiiry. May I ask a question there? 

Is it the contention of the distinguished counselor that those licenses 
are not granted pusuant to a valid patent? 

Mr. Drxon. Senator Wiley, going back to the agreements that were 
entered into involving the products prednisone and prednisolone, as 
of this date no valid patent has been issued to any producer. What I 
have been describing are contracts that were entered into with re- 
strictions in them, with no one having the recognized monopoly right 
as yet. 

pane Wirry. There are applications for patents by some of 
them 

Mr. Dixon. That’s right, but an application does not under the law 
_ anyone any monopoly, nor does it immunize them at all from 
the law. 

_ It is just up to the date that the patent is issued or the interference 
is resolved and one is recognized; the parties are in the category of 
mere contracting parties. 

Senator Wirey. That is, your contention is when a man files an 
application for a patent, that all he does is file the application. He 
doesn’t get any right ? 

Mr. Drxon. That is right, sir. 

Senator Wirry. You contend that when the patent is issued after- 
wards, it dates back to the date of the issuance of the application? 

Mr. Dixon. Nosir. It only runs from the date it isissued. I think 
that is recognized. 

Senator Wiiry. Let me get your position, because if you are rais- 
ing a question now of law, I think it should be made very clear. Your 
position is now that those who have granted pursuant to their appli- 
cation on two of these cases what you call restricted right 

Mr. Drxon. Yes, sir. 

Senator Witry. That they have violated some law ? 
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Mr. Dixon. I say this to you, sir: That they are in no different 
position from any contracting party or any group or any industry 
where members enter into agreements that may have restrictions in 
them. If those restrictions are looked into and are found to have 
restrained trade unreasonably, they would be a violation of the anti- 
trust laws. 

Senator Wirey. I think you are partially right but I think you are 
partially wrong. I create a commodity and it is my invention, and it 
is mine. No one else has any right to it. And I go ahead and give 
you a limited restricted right to it. I am not violating any law. 

Mr. Dixon. Senator Wiley, unless you get yourself a patent monop- 
oly, you very easily could violate the law, because you don’t have to 
sell it to anyone, you can keep it yourself. But I could perhaps 
invent the same thing while you were keeping it and go down to the 
Patent Office and get a patent on it and take it away from you. If 
you did not get the patent, you do not have to sell to me. But if you 
do sell to me, you cannot unreasonably restrain what I can do with 
it after you sell it tome. If you say to me that I can only sell it in 
finished form, you have restricted my right to sell it in bulk form. 

Senator Witry. We can talk around the 48-acre lot but you don’t 
get my point. Here is a watch. I give it to you with a limited 
agreement. You mean I am violating the law ? 

Mr. Dixon. You didn’t give it to me. If you sold it to me—— 

Senator Winny. No, I make an agreement with you to use that 
watch for a given time. Do you think I am violating the law when 
I do that? 

The trouble is that we have to study a little patent law, both you 
and myself. 

Senator Krerauver. I think what we need to do here is to get the 
facts in the record and then we can have plenty of time to study 
them and consider them. 

Mr. Drxon. I think that is correct, Mr. Chairman. It was not my 
purpose to prejudge this situation. My purpose was only to bring 
these facts out on the record. I think that obviously the facts speak 
for themselves. 

With respect to the agreements that were entered into on products 
outside the United States, agreements were entered into at various 
times with various other companies, among which are Ciba of 
Switzerland, Boots of England, Organon of Holland, Pfizer Ltd., 
=— Drug Houses, Ltd., Farbwerke Hoechst of Germany and so 

orth. 

I know they will be made a part of the record as you have so indi- 
cated, but I make only one notation concerning these various licenses. 
It is noted as a matter of fact that each of the licenses have been issued 
exclusive of the U.S. market. 

That is all I have, Mr. Chairman. 

Senator Keravuver. All right. Senator Wiley, do you have some 
questions at this point? 

Senator Wiey. I think I should ask Dr. Upjohn if he wants to 
make any comment about any of these licenses or patents, that have 
been made a part of the record. 
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Dr. Upsonn. I can only say that I could very easily get terribly 
confused in the legal discussions that have been going on here, and 
I can’t enter into those of course. 

I can say, however, that we believe that each and every agreement 
that we have made is entirely legal. We do not sign such an agree- 
ment until we have had advice of competent counsel to that effect, 
and I am very sure that every one of those agreements is entirely 
proper. And of course you haven’t questioned - it. 

I believe, sir, that you have copies of each one of those. 

Senator Kerauver. Y es, you have been very cooperative in furnish- 
ing them. 

Dr. Ursonn. And I have not attempted to try to memorize: the 
details of each of those agreements, so I would prefer to leave it that 
way. 

And as far as his comments, running comments on them as he re- 
ferred to them, in general I think that is right. ‘There may be a point 
here and there that we would not agree with, and I would be very 
glad to arrange to file some statement to that effect then if you would 
like to have it. 

Senator Kreravuver. Very well. 

Senator Witry. I want to make my position a little bit more clear 
about this patent business. One who conceives or originates a mat- 
ter that is patentable, that is his. 

The only reason he makes his application is so that he can get a 
patent when and if he desires to get it, and if someone else makes 
that application and he can prove to the Patent Office that he con- 
ceived it before the one who filed that application, he is protected. 

Now then, if you conceive one of these things—I call them things 
because I don’t know what.they are—and you have filed an applica- 
tion, and that application is only for the purpose if and when the 
patent is issued, you might get it or someone else might get it. But 
you are the first one that conceived it and can prove it, any agree- 
ment that you made in relation to same, even before the filing of the 
application, you are protected unless there is a violation of some other 
law. Now it has been a good many years since I studied patent law, 
but I am saying that is the sensible commonsense approach to it. The 
patent law is only to make the thing of course that you are entitled 
to legally. Now I ask you whether or not you had in front of you 
this letter? You can’t see that. Have you got a copy of this? 

Dr. Ursonn. Yes. 

Senator Witey. Now we turn to X. That is a hypothetical propo- 
sition as I get it, Doctor. Is that what it is? 

Dr. Ursoun. Well, except that he has made it specifically with ref- 
erence to a published research report. It is hy waikitienl to the extent 
that it is not on the market, and may never amount to a useful drug. 

Senator Wixey. Then if that is the case, these figures are certainly 
not the kind that we should get out for newspapers to give an idea 
to the public on that in relation to the drug industry. 

I say again I carry no brief for you druggists or drug manufac- 
turers. As I said yesterday, if I take anything it is orange juice or 
milk. But I am satisfied of this. That if we stick to the facts in this 
case, we don’t find any such figures as this. 
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The question that was asked by the counsel over on this end of the 
table wasn’t answered. The doctor didn’t give the answer. He asked 
him whether or not if you put on the actual costs of the industry in 

roducing these things—things again I call them—you get the right 
gures. 

In other words, you get the percentage basis that you answered me 
this morning. Now we have an obligation to the public in this case. 
Protect them, yes, against a lot of poor drugs, against them being 
taken for a ride. 

But we also have an obligation to protect any legal industry, and 
yours is at present a legal industry, and it seems to me that if the 
papers want the truth to get out, they will give the facts as were 
developed this morning. 

That is my only purpose in making this statement, because I have 
got letters from the State telling about this tremendous amount of 
money that they are making out of drugs, 1,000 percent, 1,400 percent. 
It is perfectly asinine and ridiculous when you take the truth. 

Take any business. Do they figure it on that basis? I cited the 
instance this morning of bread. Probably there is 2 cents worth of 
wheat in the bread. You pay anywhere from 20-odd cents to 40 cents, 
depending upon the bread. How much is that? 

‘he figure 2 into 40 is 20 times or 2,000 percent. Is that what you 
say, that the bakers are making’? Now let’s take any other com- 
modity. I don’t care what it is. And the same facts carry through. 
You can take, for instance, candy. A pound of sugar, I don’t know 
what it costs now but when I used to handle it over-the-counter we 
used to get 20 for a dollar. I dont’ know what you would get for it 
now but I suppose it is about 5 cents a pound. 

How much do you pay for a good pound of Fanny Farmer’s candy, 
$2? How much is that, 40 times or 4,000 percent? Does Fanny 
Farmer make 4,000 percent? No, you have to take the whole picture 
when you are talking about what an industry is making, and to me 
that is the thing we are supposed to do here. 

If you are guilty of any legal violation I want that brought out, I 
want it definitely Leiaata out, but I don’t want them to give the im- 
sarah as the papers have, because of some of the investigation that 

as occurred here, that you are a bunch of horsethieves. 

Senator Kerauver. Senator Wiley, since you referred to these 
figures, I think that in reference to “X” it has been pointed out that 
this is based on an announcement of a product that could have 700 
times the potency of hydrocortisone. So that is an accurate figure if 
that announcement is correct, which I assume it: was. 

I don’t think that from what is listed above, that any of these fig- 
ures are wrong. We explained very clearly about the last column, 
“EX selling and distribution.” I stated of course there was also the 
cost of merchandising, cost of research, the cost of other things. We 
just put these down here to try to get some explanation of what went 
in to make up the difference between the price of the raw material 
of which the products are made and the prices they sell to the drug- 
gists. So I don’t think any of these figures are in error. I think they 
are all accurate figures. 

Senator Witey. I would disagree with you in the first place. The 
last column simply says “Bottling,” “Tableting and bottling but EX 
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selling and distribution.” Take that away from what it really costs. 
You take away the items that make your base pay only, What was 
it, 11 or 12 percent, on the total sales? That is what we want. 

That is what the public is entitled to have. And if there are any 
items in there that you think are false, you will have a chance cer- 
tainly at the proper time if they think they have got a case in court 
to tell your story. 

Dr. Ursonn. Thank you very much. 

Senator Keravver. I asked Dr. Upjohn if he had any comments 
and he made some comments. If he has any other comments, we will 
be glad to hear him. 

Dr. Ursonn. I think about the only thing I could say is I am quite 
sure that Dr. Blair would not put these down to intentionally mislead 
anybody. It is entirely pessible, as Senator Wiley has said, that 
the way it was reported in the newspapers, it could have a very 
unfortunate effect. 

Senator Wirry. You handle 500 commodities and there are only 
6 on this sheet. Do you call that a typical explanation of your busi- 
ness ? 

Dr. Ursoun. No, sir. 

Senator Winry. Some commodities you make money on and some 
you lose on. Everybody does that. 

Senator Keravuver. We are going to have other product hearings. 
We can only take up one type of product at a time. 

Anything else, Senator Wiley? 

Senator Winey. I can’t get you mad, I can see that. Iam. I re- 
alize that if your distinguished corps of experts here were as eminently 
fair as you, there would not be much to it, and you can take that down 
in your State of Tennessee,:too, when the election comes up next fall. 

Mr. Drxon. I want to state for the record, Mr. Chairman, that I 
have been with this subcommittee 3 years, and it has been my pur- 
pose to present these matters objectively. I consider that what we 
have done is objective. I donot consider that anybody has been misled, 
Senator Wiley. If they have, it is through pure inadvertence. I 
think the facts that have been presented speak for themselves. I 
have tried to stay out of any conclusionary area. I only went into 
the legal area of making conclusions when I was forced to answer a 
question. 

Senator Witey. Let. me ask you a question. If you were as objec- 
tive as you say, wouldn’t you have put in the overall costs of this 
business to show as a matter of fact that he only makes 11 to 12 per- 
cent out of it? Now, if you were to put that in and emphasize it, 
we would not have had this discussion. 

Mr. Drxon. Senator Wiley, we put that into the record in the chart 
which shows the profit on sales. We have no way of knowing and 
they have not furnished us the information as to the specific items 
that go in to make up the costs of these particular cortico-steroids 
here—— 

Senator Witry. Wait until you try one of these cases in the courts. 
The court will say, “Now, here, we want to know the whole picture.” 
And you will have to come across with the—— 

Mr. Dixon. We put into the record, Senator Wiley, the first day 
the overall showing that you are talking about. For the Upjohn 
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Co., in the year 1958, after taxes, on net worth, they made 18.9 per- 
cent; on sales they made 13.7 percent. But we tried, sir, to stay out 
of the realm of prejudging how they explain the difference between 
the figures in that last column and the figures in the prices that they 
charged. We thought that it would be far better to ask the company 
to explain that, sir, because we did not see their confidential informa- 
tion. Had we sought it, we knew that, from past experience, perhaps 
justifiably they would say they were trade secrets. Their actual costs 
of production, their actual individual productive methods, are con- 
sidered by these companies to be confidential. Therefore, what we 
merely did was to take a bulk sale, and from that bulk sale we at- 
tempted to devise from independent sources what an independent 
company could bottle and put in finished form one of these products 
and make a profit. 

We assumed that any company that would make a bulk sale would 
have had to be engaged in research before they made the bulk prod- 
uct; that if they sold it, they would sell it for a profit, and they 
would have to recapture at least part of their research. 

I will agree with you very readily that another column can be 
devised on that chart, that it can be devised to reflect, what has been 
described by the witness, Dr. Upjohn, as his methods of arbitrarily as- 
signing research, administrative, and selling costs, including his taxes 
and his profit. And it can be done. But I think that when you say 
in all fairness it should be done, it would be unfair for us to do it, 
unless we had examined those figures, as he arbitrarily assigns them, 
to determine whether they are correct or not. I do not think we 
should offer you anything here unless it is something that can be 
substantiated by reference. 

Senator Wirry. I cannot disagree with that. I do not think ex- 
planations explain. I do not think you have done it, and I am frank 
to say it. 

Senator Krravver. All right. 

Senator Wirry. Just a minute now. Just so far as I am person- 
ally concerned, I have waited and waited and waited to find out a 
development of all the facts by your official experts here, and it was 
not. until Mr. Chumbris and the rest of us got into it that we de- 
veloped this question of what this concern and other concerns were 
actually making in their business. And that, to me, is very im- 
portant. Picking out 5 or 6 commodities out of 500—on some they 
make the money, there is no question—but it has got to be appor- 
tioned; the expense of doing business, the expense of selling, the ex- 
pense of, what is it, a thousand men they nl ow to try to sell to the 
doctors. And maybe they are brainwashing the doctors. Maybe that 
is something—I do not know. That was said yesterday. 

But be that as it may, these people have paid great taxes to the 
Government. The Government needs taxes. The people need the 
money, and so forth and so on. And the people need good drugs. 

If these are good drugs, the question whether they are being 
charged too much is another matter. That to the question of 
the moral responsibility of the individual doing the business. 

As far as I am concerned, I practiced law for so many years 
before I came here that I recognize in business some of them can make 
money. I have seen them make failures, and I have seen others come 
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up and in a matter of three or four years made their capital. These 
people made it in 4 years. That is, 95 percent. 

Well, is there anything wrong about that in America ? 

Pretty soon we had better start fixing wages, prices, look into all 
these regulations. If you do, you are getting away from the capital- 
istic system, and that is something we have got to think through. 

Senator Keravuver. Senator Wiley, exhibit 3, put in the first day of 
the hearing, showed the percentage of profit on earnings and also on 
net — of Upjohn, Schering, and Merck. Here is a copy of 
exhibit 3. 

Senator Wirey. And I am sure you accentuate that so no one 
understood it—whether the paper has 1,000 percent or 1,400 percent. 

Senator Kerauver. I think it is pretty plain. Here is a copy of it. 

Senator Witry. Now, sir, what you did right now, you took a slap 
at the understanding of the newspapermen. They cannot understand 
the facts, according to that. 

Senator Keravuver. Let us put up exhibit 3 and see if there is any 
misunderstanding of it. I think that anybody can see exactly what 
it is. 

Exhibit 3 is the comparison of rates of return after taxes in the 
drug industry and other industries, and shows the drug industry to 
have about twice as much as all manufacturers. 

(Exhibit No. 3 may be found on p. 7864.) 

Senator Witry. That is what you accentuated. You did not accen- 
tuate the profit on sales or the profit on the capital value, the invest- 
ment of the company. 

Senator Kerauver. This is from their records. We just took it 
from their records. 

Senator Hart, do you have any questions at this point? 

Senator Harr. Or comments. Not to keep stirring these waters 
that are already troubled, but hopeful that it might put into the 
record in perhaps more specific form what Senator Wiley had in mind, 
let us assume that even limiting the analysis of your operations to 
one drug, one product, which, as Senator Wiley points out, can 
produce some incredibly wrong impression, but even on that assump- 
tion itself, you discovered such a product and you put it into bulk form, 
which is following the technique in this exhibit. And you, we will 
assume, have charged the research going into the production of the 
bulk. 

What else does Upjohn have to do before there is a market for that 
new discovery? Do I know about it just because you have it in a 
bulk can in Kalamazoo? 

Tell us more specifically what you must do, which is included, I take 
it, in the accepted selling and distribution cost. I have assumed from 
earlier testimony, and certainly do now, that this is a very important 
element of the expense. 

Dr. Ursoun. I will do my best, Senator Hart, to answer that. 

Senator Harr. Either take this theoretical X or something that 
you in fact, in the experience of the company, have discovered and 
put on the market. 

Dr. Ursonn. I think perhaps what you are getting at is this. 
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A new drug is of no use at all to the public unless the physicians of 
the country know all about it, know when and where to use it and how 
to use it, and when not to use it and so on. 

Now, such a new drug, ordinarily the information about it is limited 
at the early stage as far as published literature is concerned. There 
may be some papers published in weep | scattered journals, pharmaco- 
logical informat‘on published one place, chemical information in 
another place, certain clinical studies in another place, and so on. 

It is impossible for the physician to gather together all those various 
sources of information and find out. 

So how does he get the information ¢ 

Well, we bring it to him by sending trained, intelligent professional 
representatives to sit down at his desk and present to him a compilation 
of all the known facts, be it chemical, be it pharmacological or be it 
clinical, and in so doing he brings in not only a sample of the drug, he 
brings him also reprints of the papers that he tells him about so that 
he does not have to go out and gather these all together. He brings 
him charts, putting together the information in a useful manner. 

The doctor has the opportunity to ask questions. If the represen- 
tative is not able to answer the question, and in many cases he is not, 
he will take it upon himself to find out the information for him and 
bring it back. 

Now, as I said before, until that doctor knows all the information 
about that drug, he is not in a position to use it, and it gets hack to 
the fact that a new drug is of no value at all until it is in the hands 
of the doctors in such a way that they can use it. 

And I might go on and elaborate on that. 

The drug is of no value unless it is in every corner drugstore, be- 
cause when a patient gets sick, if the doctor has prescribed the drug, 
he takes it, and patient takes it or some member of his family takes 
it to the nearest drugstore—if the drug is not there, it does not do 
him any good. It has got to be distributed and it has got to be held 
in stock by each and every drugstore all over. 

I do not want to labor the point. I think you see what I mean. 

Of course there is a great. deal to be done. 

Now, it goes on beyond that. I mean this is not—the job is not 
done then. We have to continue the study of each new drug even 
after it is listed, even after it is available to the physician and the 
physician knows about it, because new facts are developing all the 
time, new information. And it is our responsibility to introduce a 
new drug, to keep track of it, to continue the study and to carry that 
information to the physician. f 

This is part of it. 

Senator Harr. Doctor, as you undoubtedly realized this morning, 
I entertain somewhat of a different view than Senator Wiley ex- 
pressed with respect to my responsibility as to the price to the ultimate 
user of drugs. I think we have a very proper role in this inquiry. 

Dr. Upsonn. May I say I think so, too. 

Senator Harr. Thank you very much. 

Senator Wizey. You had better speak up, too, if you are quoting 
me. I cannot hear you. , 
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Senator Harr. It was not that I had any hesitation lest you hear 
something that I did not want you to hear, Senator. I simply said 
that I did not quite share your view that we had no role in prodding 
about the price that the ultimate user of drugs paid. And Dr. Upjohn 
was nice enough to agree. 

Dr. Ursoun. I agree with the point that it is proper for you to be 
interested in the cost of drugs to the community. 

Senator Harr. The point that disturbed me this morning, that I 
think at least this one member of the committee will be stewing about 
for a long time to come, is seeking to find a key which may unlock 
the druggist’s shelves to the fellow with the prescription that is a 
generic prescription. I don’t want to leave an unfair impression. 
There was testimony yesterday that doctors always found it easier 
or would find it easier to write a prescription in a trade name because 
it is so much easier. It has salability behind it as well as meaning, 
more than the long Latin word. 

I ask you, however, if it is not true that physicians can prescribe 
soe all of these drugs in generic style? is that not true, if they wanted 
to? 

Dr. Upsonn. Oh, yes, perhaps that is a very good point to mention, 
that maybe it is not known to members of this committee that every 
one of these drugs has a generic name, and that as conditions are 
now, the doctor can prescribe that drug by the generic name. 

But from the doctor’s point of view I think I could best express it 
this way: 

He is interested, No. 1, in his patient. I mean that is what his 
oe to society is, to take care of his a If in his best 
judgment a certain specific drug is the drug for his patient, and he 
writes the prescription for it, he doesn’t want to leave it in the hands 
of the druggist to change it and supply something else, and I don’t 
think the doctors generally are interested in giving up that right 
to select the drug that their patient is going to take. 

Now he can supply the drug, write the prescription with the generic 
name if he wants to. It is true it is a matter of convenience to use the 
trade name. 

Senator Harr. I am not sure that a reading of the record would 
give the answer or a full understanding to.a comment you made in 
this morning’s session. At least I am still uncertain about this, and 
I think it is material in the consideration of the committee in the 
weeks ahead. 

At one point in discussing prices, I think it was in connection with 
an exhibit that showed uniformity of pricing by the major producers, 
or in achart which reflected the introduction by you of a product in a 
going market, you said I think that if you raised your price, you 
would not get any business, that is, if you introduced it at a higher 
price, you wouldn’t get any business. Why would that follow, be- 
cause as I understand it, the great bulk of your business is the result 
of a physician earmarking ao as the line to be purchased at the 
drugstore? I haven’t heard any een yet that the doctor is at 
all concerned whether the detail men make a comparison of prices 
when they are on the road promoting. 

Why does it follow that price as between you and the doctor has 
any meaning? 
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Dr. Upsoun. Well, I wouldn’t subscribe to any broad statement 
that the doctor is not interested in what his patient has to pay. 1am 
sure he is. I think perhaps he thinks that is secondary. 

Senator Ilarr. In the explanation of the detail man, which you 
made very fully this morning, I saw no reference to the economic 
implications as between yours and somebody else’s line. 

Dr. Ursoun. The detail man 

Senator Harr. Where would the doctor know about these prices? 

Dr. Ursonn. The detail man ordinarily, our detail man ordinarily 
is not there primarily for the purpose of discussing the price of the 
drug with the doctor. He has that information, however, with him 
and gives the information to the doctor certainly when asked and 
probably many times even if it is not asked. 

Senator Harr. In your 2 years as a detail man, how many doctors 
asked you that comparison ¢ 

Dr. Ursonun. Now you are asking me to go back 30 years or movre, 
but it is quite common, quite common. Doctors are concerned about 
the price of drugs. Believe it or not, they really are. But they are 
most concerned about the patient. 

Senator Harr. That I know. The only reason I pursue this is be- 
cause | begin to develop the feeling that one of the hurdles to lowered 
drug prices at the corner store is the fact that the bulk of the prescrip- 
tions use trade names. The fact that there are these 10 percent, the 
record indicates, of smaller manufacturers with much lower generic 
product is without economic meaning to the great bulk of the consum- 
ing public, unless—and maybe this will not be right. I will spend 
some time trying to reach the conclusion as to whether it would be 
right or not, to restrict the use of the trade name, at least to require 
a prescription that read the generic name, and if the doctor then wants 
to do it, put in parenthesis (“Upjohn”) or whoever else. 

Dr. Urpsoun. He can do that now. 

Senator Harr. Start with the generic prescription, and then we 
will find out how many of them are concerned to the point of adding 
the specific source. 

Dr. Ursoun. You understand the doctor can do that now. 

Senator Harr. Yes, I do. 

Dr. Ursoun. And it is not too impractical for him to do it with a 
great many things. Well, when you get into combination products, 
for instance, it becomes pretty tough, pretty complicated for him to 
write the generic name, because he has got to mention each and every 
ingredient in that preparation, whereas the trade name for that 
product represents the formula. 

Senator Harr. Is it a fair—and is any general statement fair, but 
is it fair as general statements go—to say that the price to the ulti- 
mate user of the drug is significant? This would be a grossly unfair 
general statement. Let me put it this way. You told us that your 
prices, and the evidence shows it, are generally based in relation to 
the corresponding competitor’s product. If a physician was inter- 
ested in prices for his patient and was satisfied that the U.S. Govern- 
ment standards would insure that anything on a druggist’s shelf would 
be all right for the patient, that it would fulfill the need, then we would 
see a much larger use of the generic prescription, Doctor, is that 
correct? I think I stated it in a way more fairly to the drug manu- 
facturer in my first general statement. 
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Dr. Ursoun. I see, well, the X company selling a generic named 
product to a drugstore purely on a price basis can do so today. 

The doctor could prescribe that preparation, or let the druggist just 
arbitrarily use it to fill his prescription, if he knew something about 
the X corporation and had the confidence in that product. 

Now how is he going to develop that confidence ¢ 

Well, X corporation has got to convince the doctor in some way 
that they are reliable, that they are dependable. The doctor may want 
more than that. He may want reason to believe that that company is 
contributing in some way to progress in medicine, is contributing some 
way by bringing him new information that is of great value, that is 
vital, if you will, to him. 

But in any event, then if the X corporation selling the generic prod- 
uct could convince the doctor on these points, then the doctor would 
be willing to use that drug. It is because of the uncertainty I suppose 
that he is not willing—well, I think there are 1,300 drug manufac- 
turers in the United States, for instance. 

Obviously, many of them are very small, and most doctors don’t 
know about them, and he is just not going to put himself in the posi- 
tion of saying to the druggist, “Sure, go ahead with anybody’s 
product” if he can help it. 

Senator Harr. In your judgment, which would be cheaper for the 
American community, to pay the bill necessary to improve the testing 
at the Federal level to guarantee a doctor that any product on the 
shelf was safe, or play it the way are playing it now? 

Dr. Upsonn. I can answer that very quickly by saying play it the 
way it is now, but I don’t want you to think that i don’t believe, very 
sincerely, that the food and drug department needs more support, 
more funds. I think they can do a better job than they are doing 
now if they have more funds, and I strongly support that. 

But they have got to establish standards which are applicable to 
most everybody. And this is the answer in my opinion. 

I mean it establishes minimum standards; sure. 

Mr. Dixon. And maximum. 

Dr. Upsoun. I don’t think maximum; no. 

Mr. Dixon. Don’t they have to be in tolerances? 

Dr. Ursounn. Oh, in that respect, but I mean there is much more 


than just the actual physical minimum specifications that goes into 
confidence in a product. 


I guess that expresses it. 

Senator Harr. Thank you very much, Doctor. 

Mr. Drxon. On that point, may I ask just one question? If today 
a doctor prescribed generically 6-methyl prednisolene, what would the 
patient pay for it? 

Dr. Ursonn. What would he pay for? Medrol. 

Mr. Drxon. That is the only product that is made? 

Dr. Ursoun. Yes, sir; that is the development of our laboratories. 
It is sold only by us. 

Mr. Dixon. So you have a legal monopoly and you charge 30 cents 
a pill to the consumer for it. So if the doctor today prescribed gen- 
erically, the consumer would pay 30 cents for it. 

Dr. Deosns. Presumably, yes. 

Senator Kerauver. All right, Mr. Chumbris. 
85621—60—pt. 1488 
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Mr. Cuumeris. Mr. Chairman, I had several questions earlier, but 
I think during the course of the interrogation most of them have been 
satisfactorily answered for the record. It would be just repetitious, 
so I waive any further questions. 

Senator Krerauver. Mr. Peck? 

Mr. Peck. Yes, Mr. Chairman, I have a few questions I would like 
toask. Dr. Upjohn, you sell to the Government at a lower price than 
to the druggist, and you sel] to the hospitals at a lower price than to 
the druggists, do you not, sir? * oa 
s a Upsoun. Only in the case—I mean you are talking now about 
ids? 

Mr. Peck. Yes. 

Mr. Ursoun. In large quantities? Yes, that is true. 

‘The Government as you know buys all commodities that way. 

Mr. Prec. That is a point I wanted to bring out, sir. All com- 
modities, foods and all sorts of things. 

Dr. Ursonn. That is right. 

Mr. Peck. In the selling of your drugs to the Government and to 
hospitals, do you find substantial cost savings? 

Dr. Ursoun. Oh, yes, very much. There area number. I can men- 
tion a few of those items. 

For instance, they buy in large quantities to begin with. 

They buy for keeps you might say. We don’t have—when we sell 
to a druggist, we agree to take that product back if it doesn’t sell. 
That is what it amounts to in simple terms. But when the sale is 
made to the Government, that is a final sale. It isup tothem. Now 
they distribute it to the various agencies that are going to use it. So 
they assume the costs of distribution. They assume the cost of trans- 
portation. And now then, what about the selling costs? Well, we 
don’t have any detailing to do at that time with regard to that Govern- 
ment order. 

I do have to qualify that to the extent of saying that they wouldn't 
be buying it in the first place if somebody hadn’t carried the informa- 
tion regarding the drug to the physician in the employ of the Federal 
Government, so that they knew what it was all about and were so 
convinced that they would indicate what drug they want purchased. 

So that whereas back of the sale there has been some selling effort, 
for the specific order there is very little. 

Mr. Peck. My next question, sir. Two days ago we heard a wit- 
ness say that steroid drugs contain some built-in obsolescence so that 
the detail man will have something better to sell in the following year. 
This sounds like a deliberate attempt to put out an inferior material 
at a time when you know how to produce a better one. Would you 
have any comment on this statement, sir? 

Dr. Ursonn. I personally would resent any such implication, of 
course. I do not know that he meant to say what such a statement 
would imply, because, of course, we do not build in any obsolescence. 

Mr. Peck. Those were his words, sir. 

Dr. Ursoun. But it is true that with the rapid advances that are 
taking place in medicine today, we can come out with a new product 
that has real advantages today, and 3 weeks from today somebody 
else comes out with a better one, or 3 months, and ours is then ob- 
soleted. So there is a built-in obsolescence factor. The hazard of 
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this business is very great. In fact, we are busy every day trying to 
obsolete our own products. It is silly, but it is true. That is really 
what we are trying to do. 

Mr. Peck. The rather apparent inference from his statement. was 
that it was a deliberate built-in obsolescence so as to provide the de- 
tail man with something better to sell ata later date. 

My next question, sir—Do you believe that doctors, practicing phy- 
sicians, are actually able to evaluate the statements and the literature 
given them by the‘detail men who are sent to their offices? 

Dr. Ursoun. I certainly do. We are very fortunate in a way in 
that we are dealing with a highly intelligent, discriminating bunch of 
customers. Our only customers really, you see, are the physicians. 
These are men all who have their medical degree and practically all of 
them have some post-graduate work, and their own experience. 

These are discriminating men, highly intelligent, and I think it 
would be certainly a slur on the average physician to suggest that he 
does not, demand to be convinced about a statement. He does not. just 
take a statement that is made by somebody at its face value. He asks 
for information. He wants it documented. 

Mr. Peck. Dr. Upjohn, yesterday we heard a comment which may 
have been a little shocking to some people, that most practicing phy- 
sicians are virtually incapable of reading or writing the generic terms 
which would be applied to your drugs, and the thought 

Senator Kerauver. Mr. Peck, I do not believe Mr. Blackman said 
that. 

Mr. Peck. Mr. Chairman, he said that the generic names should be 
simplified. 

Senator Kerauver. I think he said it would be a whole lot easier 
for the physician to write the generic names if they were simplified. 
But I do not think he said that the physician was not intelligent 
enough to do so. 

Mr. Peck. That is the inference which I took from it, Senator, and 
I hope I am wrong. 

Dr. Upsonn. I do, too. Certainly the matter of convenience is a 
factor with regard to trade names. They are certainly more con- 
venient. But to say that the doctor is incapable of writing the 
generic name would be going too far, I think. 

Senator Kerauver. No one on this committee, in any event, wants 
to suggest that the doctor is incapable of writing the generic name. 
If it were examined in the record, it would be found that Mr. Black- 
man said that it would probably be a whole lot easier and more con- 
venient for the doctor, much simpler. 

Mr. Dixon. Mr. Chairman, in his statement, Mr. Blackman sum- 
marized some recommendations, that he made. Under point B he 
said: 





That generic names be simplified. Manufacturers, when they select trade 
names, select simple and euphonic names. When generic names are selected they 
are usually difficult to pronounce and to remember. It should be incumbent upon 
those who assign a generic name to a new product to make it simple and easy 
to remember. 

Note what exists now, for example. Trade name—Dilant in Sodium— 


and I cannot even say the generic name. 
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Dr. Ursoun. Yes. I think it would be a good thing if generic 
names were simpler. But you might be interested in that. Each 
time there is a new drug we must assign a generic name to it as well 
as the trade name if there is going to be a trade name. Now, in the 
matter of selecting the generic name, suggestions are made by the 
company—in our case let us say the Upjohn Co.—of what we think 
might be suitable, and then we usually do try to select something that 
suggests the chemical structure but simplifies the chemical name. 

he chemical name is a jawbreaker in most cases for somebody who 
is not a chemist, and we do try to simplify the chemical name. 

Now, then, that is submitted to the AMA, the American Medical 
Association, who in most cases comment on it and make further 
suggestions, and the generic name selected is on the basis of the con- 
sultation with them. 

Now, that is the way it is done. 

I do agree that it would be better, perhaps, if the generic names 
were more simple, even though they fail to represent the chemical 
structure. There is some advantage in that, too. 

Mr. Peck. Dr. Upjohn, you mentioned that 21 percent of your 
sales dollar is spent for sales and advertising. 

Dr. Ursoun. Yes, sir. 

Mr. Prcx. Those were your figures. I would like to know if this 
money is spent for both promotional and educational work or is it 
strictly promotional ? 

Dr. Uprsoun. No, it is both. It is a combination. It is approxi- 
mately half and half, as a matter of fact. 

Mr. Peck. Approximately half and half. 

Dr. Ursoun. Yes. 

Mr. Pzcx. Do you have such things as training films and educa- 
tional a, or what sort of educational material do you put 
out, sir 

Dr. Upson. Well, we have various types of literature. We have 
motion picture films, educational in type. We have closed circuit 
television programs on occasion which bring to the physician a round- 
table discussion of leading authorities in the country which the medi- 
cal profession is able to listen in on, to hear what these men actually 
say themselves in discussing it before the television camera. 

r. Peck. Has your company ever underwritten medical meetings 
of any type or underwritten a symposium of articles? 

Dr. Upsoun. We have medical symposia in Kalamazoo at frequent 
intervals. We seldom would underwrite, for instance, a meeting of a 
medical society. They prefer to do that themselves. But we do call 
together, arrange for a special symposium, and in that case we invite 
the participants to Kalamazoo, for instance, or to New York, as the 
case may be, and in that case we would underwrite the expense. 

(At this point, Senator Wiley left the hearing room. ) 

Mr. Peck. Another question, Dr. Upjohn. 

Yesterday we heard testimony as follows, and I quote— 

For example, the funds necessary for the development of the Salk vaccine 


were contributed mainly by public donations. The profit from the $53 million 
sales at wholesale level was shared by only five large drug concerns. 
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Dr. Upjohn, I think that every man, woman, and child in this 
Nation of ours is forever beholden to Dr. Salk for what he has done 
for us, and I would not for a moment question the wonderful work 
which he did. 

I would ask this question, however. 

After Dr. Salk made his wonderful discovery, did the pharmaceuti- 
cal companies do anything with the process or the material which he 
developed so as to make it available to the Nation and the people of 
the world? 

Dr. Ursoun. Well, because the Upjohn Co. was not one of the five 
who participated in the Salk vaccine, I can speak from a perfectly 
unbiased point of view. 

They certainly did. I mean it is one thing to make the initial dis- 
covery. It is another thing to make it available on a large scale to 
the public. 

r. Peck. Were there any changes made in the procedure or in the 
materials, sir? 

Dr. Upson. There certainly were. You probably remember 
rather vividly as I do that they had some difficulties with that, al- 
though they were all trying to do the very best that they possibly 
could. There were some difficulties. It was a very difficult and-com- 
plex problem, I am sure of it, even though we did not actually do that 
oursel ves. 

Mr. Pecx. Would you then consider it to be an accurate statement 
that public funds made the discovery available and that five large drug 
companies took all the profit for it. 

Dr. Ursonn. Well, F think that would be a pretty unfortunate way 
to put it. I think the public benefited pretty largely. 

Mr. Peck. This, Mr. Chairman, is about all I wanted to add to the 
record. 

I thank you Dr. Upjohn, and I thank you, Mr. Chairman. 

Senator Keravuver. Mr. Kittrie. 

Mr. Kirrrie. Dr. Upjohn, I have a few questions here, primarily 
to find out the relationship between what is being done here today 
and the antitrust and monopoly problem. 

One of the charges against the drug companies was the fact that 
they charge artificially high prices, and that these artificially. high 
prices are determined by artificially high profit and artificially high 
costs of advertising. 

Dr. Blackman has said so. 

I am curious about your advertising and sales costs. Have they 
always been as high as ye are right now ? 

Dr. Upsoun. Well, that is a big 

Mr. Kirrere. Or have they been higher or have they been lower? 

Dr. Ursoun. They will vary somewhat. Specific items of cost vary 
somewhat from year to year. But your question is so broad that I can- 
not answer it going back over any considerable period of years. 

Mr. Kirrrie. Let me ask something more specific. Is it possible 
that due to the fact that you are a growing industry, due to the fact 
that your industry is not stabilized, because of these new drugs that 
just keep coming out—that this requires a high cost of advertising and 
sale, higher than any industry that deals with products that are well 
known, have been well known, and hardly change from year to year? 
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Dr. Ursoun. Oh, yes; the situation would be quite different in those 
two cases. 

Mr. Krrrrie. I am actually curious, you see, as to whether or not 
these high costs of advertising are a byproduct of the fact that you 
have changing products each year, ond consequently you have to 
bring them to the attention of the consumer. 

Dr. Upsoun. Yes. Well, there will be certain advertising costs for 
the existing products in any given year, which is predictable. But 
there may be new developments during that year which were not 
anticipated in budgetary planning at the beginning of the year, let 
us say. But they become necessary in order to introduce the new de- 
velopment during the year. So that such additional appropriation 
would, of course, swell the expenditure for advertising, let us say, 
that year. And to that extent there is, of course, some variation from 
year to year. 

Mr. Kirrrie. But is it likely at all that the industry may become a 
little more stabilized after more is discovered? Aren’t you going to 
get to a point where so much is known that the additions each year, 
and consequently the need for advertising would be really much 
smaller? 

Dr. Ursoun. In answering that, I can only say that I would not 
share that view. I am optimistic about the future. I think we have 
not made all the discoveries in medicine; that there are big discoveries 
coming. 

Mr. Krrrrie. But I notice from 1948 to 1958 your cost of sales has 
dropped considerably. In 1948 the cost of sales amounted to almost, 
I would say, about 48 percent of your total sales. In 1958 it probably 
was only 25 percent—which means that apparently your expenditures 
for advertising and so on do go down occasionally. 

Dr. Ursoun. Yes; that is right, they do—as I illustrated a minute 
ago. 

. Krrrrir. Now, one more question here on the particular prob- 
lem of similarity of prices. 

We had here representatives of the Premo Corp., and it was shown 
that their expenditures, their way of doing business and so on, are dif- 
ferent from the way that you people of the larger corporations are 
doing business, and consequently probably what is a good and proper 
price for them may not be an adequate price for you. 

But still there is quite a difference between the way you do business, 
the way Pfizer is doing business, the way Schering is doing business, 
the way Merck is doing business. Yet you all show the same price 
as far as price to the druggist is concerned. 

Now, isn’t there any sufficient difference in the way you al] are 
doing business to permit some to have lower prices or different prices? 

Dr. Ursoun. I am not sure that I know just what you mean by say- 
ing differences in the way you do business. Of course, there are 
perhaps slight differences, but by and large all the companies that you 
mentioned sell through contact with the physician. They are sellin 
prescription drugs, in other words, and they do have to sell throug 
the physicians. They have detailing expense. They have other forms 
of advertising expense. It is similar, but, of course, not. identical, 
and to the extent that they are not identical, there would be some 
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differences in doing business. But overall they are doing business in 
the same way we are. 

Mr. Kirrrie. But let us say in 1956-57 you had a good year. Aren’t 
you tempted next year to cut your price from $35.80 to maybe $33.80? 
I mean wouldn’t this type of competition appeal to you at. all? 
Wouldn’t you feel that your duty to your shareholders would be to 
reduce these prices so you could acquire a larger percentage of the 
market ¢ 

Dr. Upsoun. Of course, we have to always look at the end-of-the- 
year figures, as you understand, and there is an urge always to try to 
get the cost down to the patient of drugs, and over the long period 
they are coming down. 

This industry is remarkable, almost unique in that the cost of 
drugs has just continuously come down. 

Now, the thing that causes the confusion is not so much the—I 
mean this is in a period of rising costs. I do not have to go into that. 
You know we are in a period of rising costs. These prices have been 
coming down. I think we are unique in that respect. 

I have lost the question now. 

Mr. Kirrrie. Don’t you feel at all ever like competing with Scher- 
ing, Merck, or Pfizer as far as prices Are concerned ? 

s your competition with them on other things? 

I mean are you saying—and it has been said before this subcom- 
mittee by other industries, that they do not believe in price competi- 
tion; they believe in competition as far as better products are con- 
cerned, as far as better service is concerned. But as far as price 
competition, they do not really feel that that is essential. 

Dr. Uprsoun. I think you must have misunderstood. There is al- 
ways price competition on these products until such a time as the 
prices tend to stabilize at a level which is about the right level for the 
purpose that we have discussed this week. 

I think if we go back through the record, we will see that cortisone 
and hydrocortisone have come down very markedly since they were 
originally introduced. They did reach a level where they tend to 
stabilize; that is true. From then on the greatest value that the 
patient gets from this kind of company we are talking about. comes 
more from the better drug for the same money. That is really what it 
amounts to. 

Mr. Kirrrie. Dr. Upjohn, so far as the public is concerned, you 
say these prices become stabilized. Now, one of the things that has 
bothered me was a statement made by Mr. Brown, who was saying 
or seemed to indicate that there is really no motivation to cut price, 
primarily because the market is limited and therefore if you cut 
price you cannot sell any more. Here is what he said: 

Unlike consumer marketing, Schering cannot expand its markets by lowering 
price. Cortisone proved this. After all, we cannot put two bottles of Schering 
medicine in every medicine chest where only one is needed. 

Now, what he seemed to be saying is that there are so many ill 
people. They are going to be buying so many drugs. 


If we reached all of them, there is no motivation at all to cut price. 
Now, you do not share this opinion, though, do you ? 
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Dr. Ursoun. I think Mr. Connor expressed himself as not believ- 
ing it, and I do not believe it 100 percent. But it is partly true. 

In other words, the market for any drug really consists of the 
people who have the particular type of disability which makes them 
a candidate for the use of that drug. You cannot expand that market. 

But it is true that there are a certain number of people perhaps who 
cannot afford it at the original price, and as the price comes down, a 
certain expansion takes place from those people. 

I think it is in between. 

Mr. Kirrrie. One final question, Dr. Upjohn. 

One of the suggestions here made by Mr. Blackman yesterday was 
that actually in this field what we have is a natural monopoly. There- 
fore, it should be regulated the way we regulate public utilities and 
the public would benefit from this. 

Do you agree with this idea ? 

Dr. Ursoun. No. I regard that as an irresponsible statement. I 
think, for instance, if we were operating as a public utility, we just 
could not—I mean to say to the degree of return on invested capital 
that would be permitted to a public utility, we just could not sup- 
port the kind of work that we are doing. And what would happen? 
Well, we would discontinue some of the service. 

Mr. Dixon. On that point, Dr. Upjohn, would you care to express 
an opinion if all of the patents were vested in the public, what would 
you think then? 

Mr. Upsoun. That would of course completely destroy incentive 
for research for commercial organizations. If you believe in private 
economy, I mean in private enterprise, you have to permit an incentive. 

Mr. Dixon. Then would you express an opinion as to whether-that 
was granted, if you had a patent and it had to be released to the 
industry on a reasonable license basis / 

Dr. Upsonun. Well, it all depends, of course, on what was deter- 
mined to be a reasonable basis. Conceivably such a royalty could 
be big enough to covér the research involved in the development of 
such a product. 

Mr. Drxon. Do you think that research in foreign countries, where 
they do not have any patent protection in thé medicinal field, is being 
harmed by the fact that patent monopolies-are not granted ? 

Dr. Ursoun. It most certainly is. 

Mr. Drxon. You do? 

Dr. Upsoun. It most certainly is. That is one of the reasons why 
the pharmaceutical industry in America is leading the world today, 
far and away. 

Mr. Drxon. How do you account for the fact that so many of these 
basic products have come from Europe? 

Dr. Ursoun. Well, I am not seying that there is not some research 
going on in Europe. But research by pharmaceutical companies is 
eee held down in those places where they have, say, compulsory 

censing. 

I failed to finish one sentence there when I was interrupted with 
another question. 

On the so-called reasonable royalty—even if it were calculated to 
try to include something to recover the cost of research on that prod- 
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uct, some source would have to come for the funds which are expended 
on all of the research which is done that does not result in a product. 

I do not know if you gentlemen realize that the vast majority, most 
of the work done in research laboratories never does result in anything 
useful. Somebody pursues his study and he comes up with a blank, 
or he comes up with a product that is not quite as good as something 
that is now available. Who pays for that under compulsory licens- 
ing? This is part of the cost of doing business that has to be attended 
to from some source. It has to come from some source. 

Mr. Krrrrim. I should just like to make one comment and I would 
be very interested in having the opinion of the counsel of the commit- 
tee on this. 

If it is determined that it is advisable to make the drug industry into 
a public utility, isn’t this really a decision that is up to every State, 
rather than to the Federal Government? Isn’t it really each State 
that determines what is a public utility within the State. And basi- 
cally could not any State that so chooses make the drug industry 
in that particular State or the sales of drugs in that particular State 
subject to the same controls that apply to public utilities? 

Dr. Uprsonn. I can only comment—I don’t know if you want my 
comment—from the standpoint of the American public I fervently 
hope that nobody undertakes anything like that, because it is going to 
set 'us back. That is all there is to it. 

Mr. Drxon. These suggestions that he is asking you about have been 
voluntarily furnished to this subcommittee. 

Dr. Ursoun. Yes, I understood so. 

Senator Kerauver. Mr. McHugh? 

Mr. McHvueu. No questions. 

Senator Kerauver. You had something you wanted to put in the 
record, Mr. Peck? 

Mr. Peck. Yes, sir. I have here an article entitled “Drugs and 
Medicines” written by Lucy M. Kramer. Miss Kramer is 4 research 
analyst in the division of Public Health and Methods, Public Health 
Service. It is dated October 1958 and may shed some light on the 
general problem. 

(The article referred to may be found in the files of the subcom- 
mittee. ; 
Mr. une Then, Senator, I have a record of the hearings of the 
subcommittee on patents, trademarks, and copyrights, hearings held 
on July 5, and 6 of 1956. According to the opening statement of the 
chairman of that subeommittee who is of course a member of this sub- 
committee—— 

Senator Kerauver. Senator O’Mahoney. 

Mr. Peck. This hearing pertains principally to the Syntex Corp. 
Quoting from the opening statement of the chairman, I read: 

Aside from the inquiry as to action td#ken by Mr. LaGosse and Syntex 
allegedly contrary to the affidavit given to the U.S. Government, the emphasis of 
the testimony will be upon the activities of Syntex and its affiliated companies 
in dealings with and in negotiations with actual and potential competitors and 
with Syntex’s customers in the United States. 

Now Mr. Chairman, throughout this series of hearings held for 6 
days this week the Syntex Corp. has been mentioned frequently, and 
I think that this record will help us to evaluate the company which 
we have been discussing. 
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I realize it is long, but I think it would be of use to the subcom- 
mittee. 

Senator Kerauver. Mr. Peck, it is already in a public record and it 
is available and it is lengthy so I don’t think it ought to be printed 
in our record. 

Mr. Peck. Then the record can merely include the statement that 
reference may be made to this hearing, m order to understand more 
about the Syntex Corp. ¢ , pete 

Mr. Dixon. Mr. Chairman, in that connection I have just inquired 
of one of the attorneys who is beside me as to the outcome of that 
hearing. No conclusions were reached, no recommendations were 
made. 

Senator Krrauver. All right. : 

Now one final line of inquiry. You sell prednisolone to Schering 
and I believe your price used to be $2.36 a gram, Dr. Upjohn. It is 

robably lower now because the price has gone down. ‘That is a pure 
bulk product, isn’t it ? 

Dr. Ursoun. Yes. 

Senator Kerauver. You stand by your products? 

Dr. Ursoun. Sure. 

Senator Kerauver. We had testimony the other day that when 
we gets a bulk product, they test it. Would that be what they 

of 

Dr. Ursoun. I am sure they would. We wouldn’t buy anything 
without testing it. 

Senator Kerauver. And then they add bulk, starch, or milk sugar, 
a binder, and put it in a capsule, is that it ¢ 

Dr. Upsoun. Well, generally speaking. 

Senator Kerauver. What is the process ? 

Dr. Upsoun. The process of making a capsule or a tablet you 
mean ¢ 

Senator Keravver. No. I mean, after Schering buys the pure bulk 
of high quality prednisone from you, what do they do with it before 
oe sell it ? 

‘hey would test it and they would put a binder in it, and then put 
it in a capsule, bottle it, and sell it? 

Dr. Upsoun. Yes, but in each one of those capsules you recognize it 
is not quite as simple as it sounds, but nevertheless in general they 
would go through that procedure, yes. 

Senator Kerauver. They buy it from you at $2.36 or less. They 
test it, put bulk and binder in it, put it in a capsule and.then sell it 
for $17.90. We heard several estimates of what it would cost to tablet 
the material and put a binder in it, put it in bottles, and test it. These 
came to, for 1,000 tablets, about $2 plus $1.20 for bottling charge and 
62 cents for wastage. Do you think that would be about right? 

Dr, Upsonn. I’m sorry, f cant really give an informed comment 
on it, the actual figures. I think in commenting on the same thing 
a little earlier I di say that it might be a little more because you ob- 
tained that cost from somebody engaged in a private formula busi- 
ness, Presumably if it was obtained on the basis of getting the lowest 
possible estimates, such a company might have lower costs than we 
would have or than Schering would have. 
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Senator Kerauver. No, we took the middle one. There are some 
under that and some above that, but we took the middle one. 

Dr. Upsoun. Well, did I answer you? 

Senator Keravuver. Yes. This is Richlyn Laboratories and they 
say they would do it for that cost and make a profit. In any event, 
per 100 on that basis, buying the material from Upjohn at $2.36 a 
gram, then testing it, putting it in tablets, putting it in bottles, price 
per 100 is $1.57 or 1% cents per tablet. You and Schering and the 
rest of them sell that same product for $17.90 per 100 or 17.9 cents 
per pill. It seems to me like that is an awfully big jump. 

Dr. Upsonn. Well, it is, of course, if you choose not to consider all 
the other items of cost. But Senator Kefauver, I feel very sure that 
if you were in business, you would try to recover your costs, and you 
have only one way of doing it, and that is in pricing = products so 
that they will recover the costs, and yield a reasonable profit. 

I know you would do that. 

Senator Kmrauver. We want you to make a reasonable profit, there 
is no question about that. All right, anything else of Dr. Upjohn? 

Thank you very much, Dr. Upjohn. 

Dr. Upsoun. Thank you, sir. 

Senator Kerauver. You have been very responsive to our questions. 

We have one other witness for this afternoon, Mr. Frank J. Wilson, 
president of the National Association of Retired Civil Employees, who 
asked permission to be heard. We are glad to accommodate Mr. 
Wilson. 


Mr. Wilson, will you introduce the people who are with you? 


STATEMENT OF FRANK J. WILSON, PRESIDENT, NATIONAL ASSO- 
CIATION OF RETIRED CIVIL EMPLOYEES, ACCOMPANIED BY 
JOHN J. MADIGAN AND JOHN A. OVERHOLT 


Mr. Witson. Mr. John Overholt, legislative representative of our 
association, Mr. John J. Madigan, secretary of our association. 

Senator Keravver. All right, Mr. Wilson, what is your association ? 

Mr. Witson. My name is Frank J. Wilson and I am president of 
the National Association of Retired Civil Employees. The National 
Association of Retired Civil Employees was organized early in 1921 
shortly after the Civil Service Retirement Act became effective. It 
was organized in order to promote the general welfare of annuitants 
and potential annuitants of the Federal Government. Our associa- 
tion has prown from 14 charter members to a: present membership: of 
nearly 100,000. 

It now has 741 chapters and 25 State federations. Our chapters are 
located in every State, in the Canal Zone, Puerto Rico, Cuba, and in 
the Republic of the Philippines. Individual members also reside in 40 
foreign countries. Our association objectives were originally con- 
fined largely to promoting the interests and welfare of annuitants and 

otential annuitants of the civilian public service, particularly in the 

eld of legislation. In recent times we have broadened our activities 
to include the problems, welfare, and status of all the aged and agin 
in our Nation, and we extend our cooperation to public agencies, pri- 
vate organizations, and individuals devoted to these objectives. 





8352 ADMINISTERED PRICES 


We welcome the opportunity of appearing before this subcommit- 
tee. We invite your attention to the very serious plight of many senior 
citizens in this, an age of miracle medicine. 

Senior citizens are reminded almost daily of astounding new drugs 
and remedies to relieve their aches and pains and prolong life, only 
to find that these miracle drugs are denied them because of the exorbi- 
tant prices attached to them. ; 

For many of our people it would be more merciful if they did not 
know of the existence of : such efficient drugs, than to know about them 
and, because of extremely high prices, be unable to obtain them. 

We are constantly receiving reports of the financial hardships of 
our members, who are forced to live on small or moderate annuities, 
in buying drugs and medicines. We have heard that in many places 
having large concentrations of retired persons, such as Florida, costs 
of medicine and drugs are so much higher than elsewhere that our 
members are buying oe mail from other States to secure a measure of 
financial relief. Undoubtedly the plight of our. members is typical 
of that of many other senior citizens in the same localities. 

Our members, like all other citizens, are shocked at the revelations 
that many medicines and drugs can be exported to foreign countries to 
be sold at lower prices than we have to pay in this country. 

We are also shocked to learn that the prices of some medicines and 
drugs are higher in some chainstores than in small independent stores 
in the same cities. 

In closing we wish to commend and strongly endorse the testimony 
and views of our esteemed friend, Senator iaeeah A. Smathers, of 


Florida, and of others who presented similar information to your 


subcommittee. 

We particularly commend the able chairman of this subcommittee, 
Hon. Estes Kefauver of Tennessee, for the deep interest he has demon- 
strated in the subject under investigation and the efficient manner in 
which he has endeavored to obtain factual evidence to guide the com- 
mittee. ' 

We also command the other members of the committee for their 
interest in this matter of great importance to all citizens, but especially 
to senior citizens. We likewise commend the counsel and staff director 
of the subcommittee, Paul Rand Dixon, for his intensive study of the 
problem which has been made evident during these hearings. 

Finally in consideration of this very important problem I wish to 
emphasize the rights of the American public, the consumers, in refer- 
ence to fair prices for drugs that. are necessary and are prescribed by 
our doctors in order to save the lives of American citizens, to prolong 
their lives, or to save them from suffering continued intense pain or 
excruciating pain as a result of arthritis and many other diseases. 

The rights of the American public are paramount. They must have 
the consideration of Congress. Some method of control of drug 
prices deserves your very serious consideration. 

Any “public be damned” attitude must not be condoned. Profiteer- 
ing in drugs which are necessary to save or prolong human lives should 
be stopped. Because of the “public be damned” attitude, the Congress 
was forced to pass legislation regulating interstate railroad rates and 
other transportation prices. 
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The States were forced to regulate the prices of electricity, of gas, 
and other public utilities in order to protect the consumer, the Ameri- 
can public, from profiteering or excessive charges by “public be 
damned” groups. This committee should consider the necessity of 
control or mapelesion of prices of drugs so that the lives of American 
citizens will not be jeopardized by unwarranted and excessive prices 
. the drugs absolutely necessary to the continued health and to their 

ife. 

I call attention to an editorial on excessive drug prices appearing 
only yesterday in one of our most highly regarded newspapers in 
the country, the Washington Star. This editorial emphasizes the fact 
that the manner in which drug costs are passed along to the consumers 
is very much the business of the American public. I have the editorial 
in my hand. I believe it would be appropriate to have it appear in 
the record of this hearing. 

Senator Kerauver. We will make that exhibit 82. 

(Exhibit No. 82 may be found on p. 8852.) 

Mr. Witson. Again I repeat the rights of the public are paramount. 
I urge your committee in taking action on this important matter to 
uphold the rights of the public. Don’t allow a few manufacturers or 
others looking for more and more of the so-called almighty dollars 
to take unfair advantage of the sick who need medicine to save their 
lives. 

It is your very heavy responsibility to find a way to lessen the heav 
financial burden of the sick and the infirm so as to combat the high 
cost of drugs. 

We urge the subcommittee to continue to investigate this important 
subject and trust that legislation will be proposed and promptly en- 
acted by the Congress to correct the obviously serious conditions which 
now exist. 

Mr. Chairman and members of the committee, we sincerely thank 
you for the privilege of appearing before this committee and the 
courtesies which you have extended to us. 

Senator Kerauver. Thank you very much, Mr. Wilson, for coming 
and giving us the position of your association. 

I take it that members of your association live off the small pen- 
sions that they get by virtue of their work for the Federal Gov- 
ernment $ 

Mr. Wuson. They served the Government for many long years, 
and as a result they receive small or moderate pensions that are 
monthly annuities, and they paid for these annuities. They are pay- 
ing now through 614 percent deductions from their salary, and the 
Government contributes a like amount, which is deferred compen- 
sation. 

Senator Keravver. So the cost of drugs is a very important part 
of their expenses? 

Mr. Wirson. It is a vital part and we have many people that are 
70, 75, and 80 years old. Many are continuously under the care of 
the doctors. The doctors are trying to do their best for them and are 
prescribing these new miracle drugs, and the poor old retiree has a 
tough time finding the money to buy them. 

enator Kreravver. Senator Hart, do you have any questions? 
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Senator Harr. No, thank you. 

Senator Kerauver. Mr. Dixon? 

Mr, Drxon. No questions, Mr. Chairman. 

Senator Kerauver. Mr. Peck? 

Mr. Peck. No, thank you, Mr. Chairman. 

Senator Kerauver. Do any of pow associates, Mr. Madigan or 
Mr. Overholt, have anything to add ¢ 

Mr. Manpican. Just a brief amplification of what Mr. Wilson men- 
tioned at the beginning of hiis statement, if I may. In addition to the 
nearly 100,000 members of the National Association of Retired Civil 
Employees, we are interested in all of the Federal retirees and survi- 
vors thereof. As of October 31 last there were 345,312 employee an- 
nuitants, and checks went to 116,667 survivor annuitants, a total of 
461,979. Also, at our biennial convention in June of 1958, the NARCE 
objectives were expanded by the following: 

This association is deeply concerned in the problems, welfare, and status of 
all of the aged and aging in our Nation in order to stimulate their lives and 
utilize their talents and experience as a potent segment of our population. It 
shall endeavor to cooperate with public agencies, private organizations, and 
individuals devoted to these aims. 

As a result we have a great interest in all of the so-called senior 
citizens, something over 17 million. 

Mr. Overnoxr. I have nothing further. 

Senator Kerauver. We thank you and I can assure you that so far 
as I am concerned, this committee will do its best to get the facts 
about this matter. We certainly do appreciate your interest. 

Mr. Wiison. Thank you. 

Senator Keravuver. This hearing on steroid hormones is the first of 
our product hearings. We will, sometime about the middle of Janu- 
ary or thereabouts, have another product hearing on another drug 
which will be decided upon and announced later on. Following that 
product ‘hearing, we will have a general hearing at which public wit- 
nesses will have an opportunity of appearing, including representa- 
tives of the Pharmaceutical Manufacturers Association and others 
who might be interested. The exact time of that hearing I cannot say. 
Then it will be my recommendation following that general hearing 
to have other product hearings. 

I think we have to divide these hearings between different drug 
products in order to get at what we are trying to find. 

In closing the hearings on steroid hormones, I wanted to make a 
few other observations. I said at the opening of these hearings that 
we wanted to determine, first, whether there was substance to the com- 
plaint that prices of drugs are too high; and second, whether there is 
real competition among big companies in the drug field. 

We have had testimony about steroid hormones. I think the evi- 
dence shows clearly that insofar as these drugs are concerned, the 
prices are too high. 

Between the original cost of the drug and the price after it is tab- 
letted, bottled, and ready for distribution, there is a very large margin 
that remains to be explained. This margin is partly profit, partly 
due to research costs and there is partly, of course, the cost of selling 
and advertising. This in turn has suggested the possibility that these 
costs—that is, the cost of marketing and advertising and promotion— 
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may be entirely too high. This promotion and advertising does not 
expand the market, but the money is spent in a struggle to get the 
physician to write on the emanation trade name of the product 
of a particular company. The estimate is that about coniiial of the 
sales price, what the customer pays or what the druggist pays, is spent 
on advertising and promotion. : 

I think that our comparison of prices to drugstores as against prices 
to Government procurement agencies, as against the prices of the same 
drugs sold by the same company in foreign countries, also indicates 
that prices are too high. 

A comparison of the prices at which small, well equipped and effi- 
cient. companies can sell to the drugstores indicates that the identical 
— of the big companies on these steroid hormones are entirely too 

igh. 

’m just speaking, of course, of my own personal opinion. These 
matters will have to be reported on by the subcommittee itself at a 
later time. 

I think also the fact that the industry for the past 3 years has had 
the highest profit rates of any industry in the country, and about 
twice as high as manufacturing as a whole, also is important in this 
consideration. 

Several other points have come out that I think are worthy of 
consideration—how patents and licenses are used to restrict distribu- 
tion, how they are used to require that the drug be sold in finished 
form and not in bulk, and its importance in relation to competition. 

I have been interested, as I am sure-everyone has, in the adver- 
tising which the detail men use, which is also sent to the doctors, 
their authenticity, whether the claims are exaggerated, and whether 
the side effects are minimized. We haven’t examined this matter 
in the case of Upjohn and I can’t speak about Upjohn. I’m sure Dr. 
Upjohn meant what he said when he said his advertising was accurate. 
But in the case of Merck, we did find some apparent overstatements. 
The suggestion was made that, at the time the Food and Drug De- 
partment certifies the drug, there should also be some check upon the 
authenticity of the claims in the advertisements. 

Senator Hart has also brought up an interesting point that we will 
consider further; that is, if the generic name is good enough for the 
Government, to be used in hospitals and for our servicemen, whether 
more drugs ought to be prescribed by their generic name. 

I think there is a good deal of merit in the suggestion that generic 
names ought to be simplified. It is not a matter that the doctors 
cannot understand generic names, but an ordinary layman needs to 
have more information about it. I don’t think many of us laymen 
can pronounce these generic names. We were glad to afford the 
head of the Retired Teachers Association, a very distinguished lady, 
the opportunity to come and testify yesterday. I think what is hap- 
pening in the case of her group is unfortunate. That is, it is unfor- 
tunate that prices are so high that they feel that they have to get a 
pharmacy of their own and do a mail order business. 

I like to see the local pharmacist, in the local drugstore, get all 
of this business, and they would be able to get more if the prices were 
more reasonable. 
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We are interested in the fact that three-fourths of a billion dollars 
spent in advertising and detail work amounts to an expenditure of 
$5,000 per doctor, if 150,000 doctors are considered as the market for 
these drugs. 

We have had some testimony also about false advertisement: and 
quackery in connection with the drug industry. I was impressed 
with the figure that $250 million a year is used in buying drugs that 
are no good at all. Some of them may actually be harmful. It is 
only very much later, after the advertisement has appeared, that the 
Federal Trade Commission is in a position to do anything about it. 
Certainly in this field where the Post Office Department is concerned, 
where the Food and Drug Administration is concerned, where the 
Federal Trade Commission is concerned, there is probably need for 
legislation to get quicker action in protecting the people against this 
false and improper advertising which is taking the money for quack 
drugs that ought to be spent for drugs that are worth while. 

Senator Hart, do you wish to make any comments at this point? 

Senator Harr. No, thank you, Mr. Chairman. I am still not an 
expert in the field. 

Senator Keravuver. I am not an expert either, but I think we are 
all learning something about the costs and the earnings and just what 
is going on. I feel also that these hearings will have some benefit in 
giving information to the people about this very important problem, 
and in bringing about some understanding of what does take place. 

I think it is important tht we know about the research and its costs, 
as has been brought out here. 

I want personally to thank the staff for the very diligent and hard 
work that they have put in, in working up the materia] that has been 


presented. Insofar as explaining the errors, those errors are inad- 
vertent. The staff has generally been very careful in trying to get 
accurate information. 
= that, we will stand in recess subject to further call of the 
chair. : 

(Whereupon, at 4:40 p.m. the hearing was adjourned, subject. to the 
call of the Chair.) 


x 








